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ACCESS TO STUDENT LOANS, 1983

TUESDAY, SEPTEMBER 20. 1983

U.S. SeNaTE,
SUBCOMMITTEE ON EDUCATION, ARTs AND HUMANITIES,
CoMMITTEE ON LaBor aNp HUMAN RESOURCES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
SD-430, Dirksen Senate Office Building, Senator Robert T. Stafford
{chairman of the subcommittee) presidirf;.

Present: Senators Stafford, Grassley, Pell, and Randolph.

OPENING STATEMENT OF SENATOR STAFFORD

Senator STAFTORD. The Subcommittee on Education, Arts and
Humanities has called this hearing to consider the recent prolifera-
tion of interstate guarantee arrangements in the area of student
loans and to review the effect such arrangements have had on stu-
dent access to loan capital,

AS chairman of this subcommittee, I have been concerned that
the student financial assistance programs so painstakingly con-
structed over the past quarter century work, as the Congress in-
tended, to the benefit of students. The Higher Education Act of
1965 provides for the establishment and operation of State agencies
to guarantee student loans under the guaranteed student loan pro-
gram and for the operation of nonprofit private organizations to
guarantee loans in States which do not choose to establish State
agencies.

During the past three major reauthorizations of the Higher Edu-
cation Act, in 1976, 1978, and 1980, the Congress has explicitly
" sought to insure a decentralized system of loan guarantee arrauge-
ments by strengthening incentives to build strong State loan guar-
antee agencies. Although the law does not specifically prohibit a
nonprofit private guarantor from guaranteeing loans in a State
which has established e State guarantee agency, it is clear that
Congress did not intend to have a proliferation of guarantors in
any one State. .

e are now encountering 8 number of situations in which the
clearly delineated relationship intended by Congress between State
loan guarantee agencies and the so-called national guarantors is
becoming cloudy, with resultant confusion of the student loan de-
livery system. I am concerned_that certain of these ‘national”
guarantors are now entering States to provide loan guarantees
without adequately consulting ti. entity accountable to the public,
that is, the designated State agency. 1 am also concerned about
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nonessential guarantee arrangements which may have been en-
tered into without sullicient notice to the Congress.

In the opinion of this Senator. this is not merely a question of
“turf” between the State agencies and national guarantors. Most
importantly. we are conducting thjs hearing to investigate whether
the existing arrangements for guaranteeing student loans meet the
principal purpose of providing access to loans in the coherent
manner intended by Congress. The Congress has repeatedly tried to
insure that students have access to loan capital regardless of their
economic circumstances. the kind of institution they attend, or
their State or residence. It is apparent that our initiatives to im-
prove access have not been completely successful. In certain States,
where access to student loans has been far from universal, the
State agencies have not provided sufficient incentives to lenders.
This is especially true for students in proprietary school programs
of short duration, for students who are taking out small amounts of
loans, and for those who may not have had a prior lending rela-
tionship with a bank. In these types of situations. where the State
has not utilized its ability to act as a lender of last resort, it may
be necessary to have an outside lender or an outside guarantor.

Nevertheless. I believe that there should be some kind of inde-
pendent determination of whether a State lozn guarantee agency
or an outside guarantor can do a better job of providing access to
student loans. I do not believe that such a determination can o~
should be made unilaterally by either party. If we do not confront
this matter now. we run the risk of seeing established, beyond the
control of the Congress which created the student loan programs, a
byzantine system of lending and guarantee arrangements which
can only prove detrimental to the guaranteed student loan pro-
gram and to the students it is intended to serve. I look forward to
the testimony by today's witnesses, which I hope will enlighten us
and provide us with some sclutions to this difficult problem.

Senator Randolph, I am delighted you are here. I assume you
have an opening statement, and this would be a good time to make
i,

Senator RanpoLpH. Thank you very much, Mr. Chairman.

You are certainly correct in ‘laying the foundation for the testi-
mony of witnesses today in the matter of student loan accessibility.

I will work my way through, perhaps, a very briefl statement; |
miay ask to place parts of it in the record, and I shall ask to include
a letter.

Senator STaFrORD. Without objection, we will make that right
now as a ruling. :

Senator RaNpoLPH. Thank you very much.

Mr. Chairman, ordinarily, it would not be my purpose to begin a
statebment with a commendation of the chairman of the subcommit-
tee, but——

Senator STAFFORD. You can. il you want to.

Senator RanpoLpH. I think sometimes, we do not speak for the
record about these matters. We know of the work, the very com-
mendable careers in certain aspects of legislative history. which
are really the lifeblood of Capitol Hill, those Members who give
time and attention to matters of education. You, as the chairman
of our subcommittee, Senator Stafford. are one of those Members

b
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with whom 1 have had the privilege and responsibility of sharing
the matters for many, many years—I will not say how long—and
during that number of years, I have repeatedly known how much
work you have done belore a hearing opened, the study, the con-
cern, and the attention that you have given to matters, especially
in the fields of education and the environment. You and I serve on
these two committees, Environment and Public Works, and Labor
and Human Resources, and [ would like that to be part of the
statement that I shall give today. It is not in any cursory fashion
that I have offered these words of praise.

Senator StarForp. Thank you.

Senator RanpoLeH. | wonder if it is agreeable to you, Mr. Chair-
man. to have the first witnesses come and be at the table. Would
that be wrong?

Senator StarrorDd. No.

We would be glad to invite the first panel, which is going to con-
sist of Mr. Richard Hawk, chairman of the board, Higher Educa-
tion Assistance Foundation: Mr. J. Wilmer Mirandon, president,
United Student Aid Funds. Inc.; Mr. Stephen C. Biklen, vice presi-
dent, Citibank, and Mr. James R. Bullard, vice president, Hawkeye
Bancorporation. We would be pleased if you would come forward.

Senator RaNpotps. Mr. Chairman, I welcome, with you and Sen-
ator Grassley, today's witnesses. Other members of our subcommit-
tee, I know, will plan on being present, if at all possible, to hear
our witnesses. They are here to give testimony on whether it is
proper—and I use that word; there might be other words that could
be used—for one State guarantor to enter another State to provide
loan capital for students and institutions who do not have access to
guaranteed loans they need for college and university enroliment.

West Virginia lenders are making such loans in South Carolina.
I wish to place in the record a letter from the University of South
Carolina at this point. I believe you indicated that it would be
agreeable, and I would like to have that made a part of the record
at this point.

Senator STarrorD. Without objection. it will be included.

(The following was received lor the record:]




UVHIVERSITY OF SOUTH CARQLINA

CO, el & C groe

QEFHCE OF Sty [k T T ianCialL Ak
SND SCHDLARSHIPS

Janvary 28, 1983

Mr. Ben Morton

Vice President

Higher Educa’ion Assistance Foundation
P. Q. Box 591

Charleston. WV 25322

Dear Mr. Morton:

1 greatly enJoyed talking with you last week. [ had hoped to get this letter
out on Friday. but the "Great Blizzard of 'B3.""descended and shut uS doun.

wWe are 1ovking foruidrd to your trip down here and trust it will be a successrul
Journey. As [ told you during our conversation. we have (onfirmed reservations
for you and Mr. Snider at the Town House for Wednesday night February 9.

The Townhouse, Yocated at 1615 Gervais Street, is about two blocks from

our offite. The enclosed map should help you when you g&t into town.

Ag 1 told you during our conversation.. the University of South Carolina is
mest interested 1n obtaining additional guarantéed loan Support for its
students. The situvation that has developed over the course of the Tast
several years here in Sputh Caraling with the availadility of G5L's, as
you are ware. makes 1t imPerative that we procure additional support. it
15 for LRSS reasor trat your Positive resPonse 15 so #ncouraging.

[o reviewing our current 103n volume and Projecting our futuee needs. several

factors are importani., For ihis year {1382-83) we have process=d applications
totaiing loan requests for approximately 56 million. Of this amount, approxi=
mately half is for out-gf-state studentS. and half for in-state students. -
One of the factors at issue here is that the in-state i02n requests through

the 5.€. Student Loan Corportetion are.artificfatly low cug to the Corporation's
published loan lirits, The vast majority of our ungerSraluatle students

reuest ng more than £1530 simply because that s tre lirt published on

tre Cerporation’s applicatton.  Furthe-pore, we ngve nt viy of kndwing how

rmany studenis d¢ net apaly sinply because they or théir farents are intimjgated

and exasPerated with the form 13seif.

ir acditicr. too many of tue students are dentes 10an¢ on the basis of the
Corperaticr™s Gan arbiirscy and sublective acacde ic resuiverents. The result
of these rLIGATIRe faciors 15 Lhah fewer stucecls have 2idlied for snaller
Years tran wlold e She case witk 2 yiable lodare sepo-at,  we would, thecafpre,
articipate thal gur nnitral eeed for annual loas 4ufeort would be 1n the
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acichtorhood of $3 to $4 milhion,  The actusl amount would. of course, depend

to sae extent on the nmuwaber of new first«time horroners who we would imnediately
put en hIN L and the nember of cenewals who would not vanl Lo obtain 3 loan

froam o second lender due to multiple repaynent. The mpact of this would

te that the volume for the fiest yeor would be less tnan succeeding years.

as the nurber of renewals lessened. Certainlys | wouid eaPect the vast

majority of our 9raduate and professional {law/medicine) students would

apply through WEAI rogardless of hreviows loans. The bottom lime js that

our volune could enly increase substantially once we ned @ viaple GSL program
available.

Again. we ook forwdrd to your vi5it., Please let me know if there i any
other assistance 1 can provide,

Sincerely.

Ray Edwards
Associate Director

RE/co
Enclosures

cc: John Bannisier. Director
Gon Griecs, Assistint Director

Senator RaNpotLPH. Many of us are intensely interested, and we
are keenly aware, that colleges and universities suffer, and may be
suffering at this moment, from a national decline in the number of
college-age youth. This is not the time—I do not think it is the
time, if there is ever the time--to make matters worse, to corm,-
pound them, by forcing schools to turn students away from their
campuses because thev are unable to obtain the guaranteed loans.
for which they are legally eligible, from their State lender, due to
what I call arbitrary limitations that have been placed on the
amount a student can borrow—an amount far below the maximum
loan allowed under the Federal statute. This limitation keeps the
neediest students from enrolling in college, particularly the so-
called high risk and, shall we say, less affluent, even poor, stu-
dents, many of whom are from minority ﬁ;oups. These ave the
youth who are not from families who are what we call chronically
poor~-I have to watch these words, because sometimes you can be
very enriched in your life and have but a few pennies in your
wallet—but families who are this newer group of unemployed-poor
as a result of the high unemployment throughout the country.

Mr. Chairman, whatever the national rate of unemployment is at
the present time—and perhaps I should place it in the record, but I
want to be correct; it is 8.5 percent, or 9, if anyone can give us—the
national unemployment rate, now at 9.5. It is a fact that West Vir-
ginia has an unemployment rate of twice that amount, and I will

lace in the record the most recent figure—do we have that—17.5.

) it has come down somewhat.

So, I think that we have to be checking what I call discretionary
income, and savings, because frankly, now, with the economic set-
backs, family discretionary incomes are nonexistent, and they want
very much to ask that they not be given money, but just that they
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have the opportunity to borrow money for college expenses for
their children,

And so, if the need exists in any State—and [ say any State—for
new sources of guaranteed loan capital, it would seem to me, then,
that State is either unwilling or unable to meet the need. And the
proof of existing need lies in the fact that some States. like South
Carolina, for example, have gone outside their borders, the borders
of the people of that State, on behalf of those who are. in a sense,
pleading for assistance.

Why, then, I ask the question, do we turn around and seek to
" penalize those who respond to that call for help? And often. there
is an accusation that they have illegally been poaching, or they
have made an unlawful entry. as though they are burglars, acting
in the dark of the night. If I have overstated that. why. it is but an
illustration.

Now: I am not sure. Senator Stafford, t'.at it would not violate-
the law if a loan guarantor refused to provide this ggsistance on
request; I am not sure of that, but I am certain that you and
others, more learned in the law than I am. will discuss it.

We will have a witness today—I do not say he is the star witness,
but he is certainly a very important witness—Richard Hawk, presi-
dent of the Higher Education Assistance Foundation. Now. he and
thie firm he represents stand accused of unlawful entry across State
lines to provide capital in loans for students. And you and others
%n this committee will give to Mr. Hawk and to others a very fair

earing.

Now. I will not talk about Mr. Hawk too much, but anyone who
has been working in West Virginia to help us, why. | want to have
the record so indicate. It was about 3 years agn that Mr. Hawk set
up our second-resort lending authority. He went into our State at a
time—and remember, Mr. Chairman, he went in at our request—
when there were only a few banks that were participating in West
Virginia in the guaranteed loan program. Now. since that time,
more than 158 lenders have begun to make loans to more than
15,000 students who, I doubt. could have gone to college had this
assistance from another State not been available to West Virginia,

Presently, Mr. Hawk operates in five States and in the District of
Columbia, and he has returned every dollar of cash reserve ad-
vances he received from the Federal Government enabling him to
establish these six lending authorities, I know that Mr. Hawk pre-
sented to Secretary Bell a check for $10.8 million. and he has re-
cently reduced the guaranteed fee charged by the Foundation by 40
percent. reducing student costs by $10 for every $1.000 borrowed.

Now, I am inclined to believe that what Mr. Hawk and his Foun-
dation have done—if he is guilty, why, I think he is gl'uilty only of
making the most of our free enterprise system, which I hope is still
existent, and he has sound business practices—w#e can develop that
in testimony—and there i1s a wholesome competition that has
ensued,

I express my appreciation for the opportunity to have this hear-
ing. You, Mr. Chairman, I commend again. There is no one who is
more interested, and I say it particularly again in this hearing,
than you, Mr. Chairman. Your record shows not that you have ia-
vored one or the other, but you have been fair, and that is all | am

bt}
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asking today in this matter. The stewardship of our subcommittee
has been due in large measure to your strength, and I have worked
with you, as others have, to see that what we do is not distorted,
not disarranged, but is orderly.

And so, whatever we have done or have no’ done in destroying
student aid programs through budget cutbacks in the last 3 years.
all of us know that the guaranteed loan program has survived be-
cause there has been a real need for it, and there has been a dili-
gence within you, Mr. Chairman. that has allowed the GSL pro-
gram to survive. Today, as 1 said, this hearing will give us an op-
portunity to determine what should be done, or what we can do, to
resolve the problem. We may find it necessary to set a new nation-
al c]iwlicy for student loan access; [ am not sure. But this hearing
and others, I think, are unecessary so that we can take well-rea-
soned action. and it must be crafted very carefully, as you and I
know. I just would not want us to think of this as a side issue, but
that we await final action until we begin the Higher Education Act
reauthorization process. I think the parties likely to be most affect-
ed should have ample time, as we are giving time, through this
hearing for them to be heard today, before we impose restrictions
on SIEAF in their ability to provide student loans where they are
needed. )

Thank you, Mr..Chairman.

Senator STAFFORD. Thank You very much, Senator Randolph.

[The prepared statement of Senator Randolph follows:]

PrepARED STATEMENT OF SENATOR RANDOLPH'

Mr. Chairman, | welcome today's witnesses who are here to give testimonry on
whether it is fitting and proper for one State Loan Guarantor to enter Another State
in order to provide additional loan capital for students and institutions under the
Federal Guaranteed Loan Program. Simply stated. such practice is considered to be
“assuring access” by students and institutions to sufficient levels of funds available
to meet student credit demands in any State. as required by law.

For the record, I point out that West Virginia lenders are making such loans in
South Carolina, at South Carolina’s specific request—or at least at the request of
South Carolina's colleges and universities.

Mr. Chairman. | wish to place in the record at this point a letter fror the Univer-
sity of South Carolina that establishes their lead role in inviting West Virginia's
bankers to provide additional guaranteed loan support.

1 use the West Virginia example since that is where my interest and concerns lie

for the most part. | am aware that the Higher Education Assistance Foundation. the
parent of the West Virginia Higher Education Loan Frogram. is affilinted with
other States for the pur of providing loan capital to students. and Mr. Richard
Hawk the President ofg‘l’sE?AF {s here to testify today on the concerns. before the
Subcommittee,
. Mr. Chairman. we are intensely aware that colleges and universities are st{fering
from a national decline in the numbers of college-age youth. That is evident from
reports from colleges and universities nationwide that competition among them is
ﬁeflefl for every student eligible to enroll in college. but that student cnrollment is
still down.

This is surely no time to force institutions to turn students away because they
cannot, obtain guaranteed loans. for hwich they are legally eligible. from their own
State Lending Authority. When arbitrary limitations are placed on the maximum
amount a student can borrow, and eli ibility restrictions are imposed over ‘and
above those imposed by Federal law. the result is that students and institutions
must go elsewhere, outside their borders if necessary. to obtain the loan capital they
require. ,

uch loan limitations and eligibility restrictions imposed by a State Lending Au-
thority keeps the neediest students from going to college. particularly the so-called
“high risk™ poor and minority students—youths who are not only from families who
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are chronically poor, hut from the new-poor fumilies ercated by Uhwe long recession

. tnd high unchuployment rates nitidonwide. These families no” longer have disere-

tionury, spendable income ufter lift's necessitios are tuken care of, to use in support
of a child’s college expensies. ' ' : )

When it becomes known thot the student credit demand in a state is not being
raet because outsitde lenders are catled in to salisly that demand, it is usullly pe-
cause the Stule Lending Authority, cstublished’ as a secondary resort lender to
assure lonn access, i cither unwilling or unable to nieel that statewide demand.

The whole reason for establishing State Lending' Authorities, for which the Feder.
ul government provided start-up pssistunce, is to ussure student nccesy to loans.
Why then, if 0 State goes outside its horders-for sufficient loan capital, do we in-
stantly leap to the conelusion that its wrong and niust be stopped'at all costs.

It has been suggested that if a legally-established Loan Guaronter were to refuse
such a request, it would be in violation of the law calling for the assurance of stu-
dent necess, not the other wn[s’r around.

One of the witnesses on the first pnacl is Mr. Richard Hawk—the President of
HEAF. He and his Foundation are the ones who stand “'accused” of unlawful entry
icross state lines to provide loan capital for students and institutions. He will re-
ceive a fair heuring. as will all the witnesses todny,

Il [ may. [ would just like to say a few words about Mr. Hawk.

Mr. Hawk went to West Virginia a little more than 3 years ago with my blessings.
He helped establish West Virginia's second-resort lender. He did so at o time when
tf!zere were o1 'y A handful of banks participating in the Guaranteed Student Loan

rogrom.

Since then. more than 158 lenders have been brought into the program and have
made more than 14,000 loans to students who could never have Eoped to go to col-
1 without them. ' '

r. Hawk, who operates in 5 states and the District of Columbia, recently re-
turned every single dollur of cash reserve ndvances he received from the Federal
government to begin his Foundation and to establish these 6 lending authorities.

Mr. Hawk presented to Secretary Bell a check for $10.8 million_dollars a few
months ago.

Mr. Hawk has also recently reduced the guarantee fee charged by the Foundation
by 40 percent. reducing student costs by $10 on every $1,000 borrowed.

[ am inclined to believe that the only thing Mr. ﬁawk and the Higher Education

; Assistance Foundation is guilty of is having made the most of a free-enterprise
system that we value highly. throagh sound business practices and healthy competi-
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[ have a number of questions for Mr. Hawk. Included will be questions concerning
the imx!la‘lementation of a new loan program for law stadents which, as I understand
it. sparked the controversy that Iecfto today's hearings to a greater extent than the
fact that Mr. Hawk's foundation entered non-affiliated states in order to provide ad-
ditional guaranteed loan capital. o i

Finally, Mr. Chairman, [ want to express my appreciation to you for making this
hearing possible. There is no one more concerneg for the educational needs of our
children and youth than you. Your able stewardship of this Subcommittee has given
strength and meaning to our work. Without your strength and deep sense of fair-
ness, many education programs would have been virtually destroyed by budget cut-
backs in the last 3 years. All of us here today are particularly aware that this is
true of the Guaranteed Student Loan Program, It has survived chiefly due to your
dill'ﬁence in watching ovr it. We are in your debt, and we thank you. .

r. Chairman, what we decide to do {0 remedy the problem beisnz discussed at
today’s hearing will amount to setting a new national policy for studen loan access.
If. after these hearings. it is deemed necessary to take legislative action, such legis-
lation must be carefully crafted. .

It remaing my hope that no action shall take place before we begin the higher
education act reauthorization process, so that the partiés likely to be most affected
will have time for input in that process.

I thank the Chairman for the time alloted to me this morning.

Senator STAFFORD. Senator Grassley?

Senator GrassLEy. Thank you, Mr. Chairman.

I appreciate the opportunity to participate in this hearing this
morning, As you know, I am not a member of the subcommittee,
but because my own State of Towa has been a focus of ‘the debate
on whether State guarantee agencies should play an exclusive role

&
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in guaranteeing student loans in their States, [ have a strong inter-
est in this matter. I appreciate your letting me participate Mr.
Chairman.

A large lender in my State last year contracted with & nonprofit
organization outside the State to guarantee their loans made under
the guaranteed student loan program. That situation, as well as
similar situatinns in other States, is the basis for the controversy
that is before "1s. We have an opportunity at this hearing, to more
fully study whether guarantee services should be allowed to be
broad-based and competitive.

I would hope, however, that we would keep our primary focus
tkis morning on whether the borrowing needs of our students as
envisioned by Congress in the Higher Education Act, are being met
by the State guarantee agencies. 1 think the goal of providing for
needs of the students has to be our main concern. We must ensure
that our sfudents have full and equal access to the funds under the
guaranteed student loan program and that our State guarantee
agencies remain the primary provider of guarantee services.

On the other hand, private guarantors have proven to be effec-
tive in providing loans for underserved student populations and
guarantee services for lenders serving students in more than one
State. Laying out the problem, as my two colleagues have, I, tuo,
look forward to the examination of this jgsue and thank the chair-
man for hig cooperation and leadership.

Senator Starrorn. Thank you very much, Senator Grassiey.

Senator Grassue¥., Mr. Chairman, I neglected to mention that
one of the panelists is from my State of Iowa. In addition, we have
_ another Iowan in the audience, Willis Anne Wolf, who will not be
testifying today, but who will probably be submitting some written
testimony, if that is permissible. he is director of our Iowa College
Aid Commission. I would like to welcome her. o

Senator Starrorp. That will be permissible. Without objection,
we will allow that to occur.

The Chair was going to comment that we never have enocugh
time in these meetings to begin to do justice to the werk that the
witnesses have put into their appearance here, and so at the
outset, I will apologize for that fact. -

Claiborne Pell, probably from driving to and from work, evolved
this traffic contrel light system that is in front of you, some years
ago. In the other committee, we use some worn-out sand things
that tell us when 5 minutes is up; but here, it will be 4 minutes on
the green, 1 minute on the yellow, and then you are on the red. I
think you have all been warned of that. Your entire statements
will be placed in the record as if 1ead, following your verbal testi-
mony.

So, without further ado, we will start, Mr. Hawk, with you.
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STATEMENT OF RICHARD C. HAWK, CHAIRMAN OF TPE BOARD.
HIGHER EDUCATION ASSISTANCE FOUNDATION. OVERLAND
PARK, KANS.: J. WILMER MIRANDON. PRESIDENT. UNITED STU-
DENT AID FUNDS. INC.. NEW YORK. N.Y.: STEPHEN C. BIKLEN.
VICE PRESIDENT. CITIBANK. ROCHESTER. N.Y.: AND JAMES R,
BULLARD. VICE PRESIDENT. HAWKEYE BANCORPORATION,
DES MOINES, 1OWA

My, HaAwk. Thank you very much, My. Chairman.

I simply cannot begin without expressing my appreciation to
Senator Randolph for his very kind remarks. I must also say that 1
appreciate his complimentary remarks about the chairman of this
subcommittee, The influence of both Senator Randolph-and Sena-
tor Stafford in providing leadership for higher education through
this committee has been something remarkable, and I think both of
you should know that we are very much indebted to you. We regret
that this is Senator Randolph’s las: term from the -State of West
Virginia, but we will forever be indebted to his fine leadership. as
we are to the leadership of the chairman.

Mr. Chairman, I think this committee knows full well that the
Higher Education Assistance Foundation is one of the controversial
organizations around which these hearings are being held. The
Higher Education Assistance Foundation has had a strong, continu-
ing, forthright commitment to causing the guaranteed student loan
program to be as effective as possible in meeting the needs of the
students of this Nation. :

The foundation, in pursuing this objective, has been ready and
willing to serve wherever the services of this organization are
needed. The foundation, as has been indicated, has served as the
designated guarantee agency in some five States, plus the District
of Columbia. But over and above this, the foundation has made its

aranted service and its supporting services available to serve
enders which are in a position to provide capital to meet need,
wherever that need might be. This has taken several forms. In
some instances, it has taken the form of a targeted program to
meet the needs of a specific group of students who have not had
full and adequate access to guaranteed student leans, such as stu-
dents attending the colleges associated with the United Negro
Fund; or students attending some groups of vocational schools for
which loan access has not gbeen fully adequate; or, in the case of
the Law School Admissions Council, students seeking to attend law
school who have not had full access to the full spectrum of loans
available under the law, hoth guaranteed student loans and the
ALAS loans under the PLUS program.

In some instances, the effort of the foundation has been simply
to make a guarantee available to a lender which is willing to pro-\
vide financial resources to a clientele served by that lender on a
nationwide basis, A good example of this is the Lutheran Brother-
hood Organization, which has a clientele throughout the United
States, is willing to provide its loan capital to meet the needs of
that clientele, but is not related to an individual state.

Another thing .which the foundation has been willing to do is to
provide a guarantee and a source of service for national lenders
which have made a subsf?jial commitment to meeting the loan
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needs throughout the Nation. An example of that kind of organiza-
tion is Citibank, from whom you will hear today.

The foundation has also been prepared, as Senator Grassley has
indicated, to step in and provide the opportunity for a commercial
lending institution to exercise its right to select a guarantor with
whom it wishes to have a relationship in order to develop the kind
of program which, in the judgment of that lender, is of an adequate
nature to permit that lender to provide effective service in that
state.

The Higher Education Assistance Foundation is proud to have
been a part of all of these developments. The Higher Education As-
sistance Foundation is proud to share with you, as we have with
you, Mr. Chairman, some additional plans for a last-resort voca-
tional program of a broader nature than what the Foundation has
been involved in in the past, and also a program under which stu-
dent financial aid officers throughout the Nation would have the
opportunity to refer an application for any student who is not able
to secure a loan from other sources, so that that student could have
his or her needs met on a last-resort basis, and under such arrange-
ment thereby preclude the situation of some students where,
simply because of place of residence or circumstances, are denied
the opportunity which can be provided under the guaranteed stu-
dent loan program.

The Higher Education Assistance Foundation is committed to
continuing to provide these kinds of services in order to make the
program as effective as possible, in order to stimulate sources of
capital to be available for loans, in order to facilitate effective.
lender participation, in order to provide a resource which will
cause institutional needs to be met, and most important, to assure
that there is full and equal access for students to guaranteed stu-
dent loans, as intended by the Congress. The Higher Education As-
sistance Foundation is committed to continuing to provide these
kinds of services to the fullest extent Congress wishes these serv-
ices to be provided.

We frankly are concerned, Mr. Chairman, that an effort to pro-
hibit a guarantee agency from guaranteeing a loan in the territory
of another agency would result in territorial monopolies, which we
think would not be in the best interest of the program. We think
such monopolies would have some favorable effects on guarantee
agencies; we think, however, that such monopolies would not have

sitive effeéts on lender participation in the program. would not
ng positive effects on institutional access to funds to meet needs
of students, and most importantly, would disrupt the very signifi-
cant progress which has been made in this Nation to provide fuil
and equal access to postsecondary education.

So, we respectfully submit, Mr. Chairman, that it would not be
good policy, good public policy, to establish territorial monopolies.
We think the record speaks for itself. It has been the opportunity
for organizations to serve where needed which has caused very sig-
nificant progress in permitting the loan needs of students to be
met, and we submit, Mr. Chairman, that the Congress ought to be
encouraging and facilitating these kinds of opportunities.

Thank you.

Senator StaFrorp. Thank you very much, Mr. Hawk.

[The prepared statement of Mr. Hawk follows:]
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to
Subcommitiec on Fducation, Arts and Humanitles

UNITED STATES SENATE

September 20, 1983

by
Richard C. Huwk

Chatrman of the Doard
KIGHER EOUCATION ASSISTANCE FOUNDATION®

*The lligher Education Assistance Foundation serves as the primary
student loan pguarantee agoncy in Kaxnzas, Minnesota, Nebraska,
West Vieginin, Wyoming and Washington, D.C., and guarantees loans
for scelected lenders in other locations.
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Summary of Stntoment

by
Richurd C. Hawk

Territorinl monopolies for student toan guarantee ugenciley, as re-
quested by student loun prganizalinns, would oot Lo mound pubil Le palicy.

AMlbough heacTiclal to some guirantste orguanizetions, monopulics
could hove dumaging effects on lending fngtitut ions, educatbonl bnst e
Lyt yons and students,

Allowing only afe guaranier s disadvantageons whother the restricted
LerPitary is one of more stiates or the whole nution.

Territoria} manapal ieos would impete commervelal lvnder partjeipat ion,
peduce Sources aviailable ta educational institutions for meeting student
moods ami! dinrupt progross towird Tull and equal Joan geess achioved
utider oxisting Law

No real peed for territorial menopelics exists; currgnt federnl sub-
sidion are adeguate Lo wssure the wialinLity of guarantee ngencicu.

The data do not demonstreate any substantial damage to loan guarantee
agereies by competition from the Higher Educatlon Assastance Foundatlon,
which curtsntly goirintes only B.632 of ontitonal velume, including Ruarine-
tees thsued in the 5 states in which the Foundalion ls the desiganted
FUAraANLee aponcy .

Although uperating with less public subsidy than most guarantes
wpehe ies, the Foundation his achieved finaneial wiability and effective,
sorvice jn Lhe =1X stites in wbhich the Foundation setves as the “desig=*
tatedd EURTAnLee agenoey .

The Foundation alsoe has made significant eontiibutions to stimulat-
ing lemder partieipation and improving loan sccoss through effort outside
of the six states ol designated puarantor service,

The brotdet serevice has ane Tuded guaranteceing loans under specinl
Aeress Progrums, Such as those for students attending United Negro Col-
lege Fund iastitut wons, several groups of wocational schools and law
schouls,

The serviee also has ineluded guarantecing for lenders serving
specitie clientte on a nationwide busgis, lor lenders serving generally
in mere than one stato, and tor lenders finding performince of a local
guarantor v be indtdoeguant e

The Feundition ts commictwd to ¢ontinuation af these services, o
loss Lhe Congress prohinits such aetiveey by axtahlishing territoryal
munopolids,

27=461 0 - 83 = 2




ERIC

Aruitoxt provided by Eic:

Statiment
by
Richard C. Hawk
Chairmun of the HBonrd -
Higher Education Assisiance Foundation

Mr. Chaleman and Membors of the Committee:

The National Council of Higher Eduention Lvan Programs,

Ll voluntary association of student loan organiziut ions, bas

recommended that the Congress amend cxisting law Lo prohibil
i student loan guarantiec organization [rom guarantecing a
loan in the territory of another guarantee agency. The

¢l fect of such dbh amendmont? would be to establish territorial
monopolios.

Establishment of protected territories could be bepefic-
ial to the Higher Fducatlon Assistane:: Foundation in two
wiys.  First, the Foundation would be assurcd ol a monopoly
on all student lean guarantees in the [ive states and Lhe
District of Columbia, in which the Foundation is the “desig-
nated agency.”  Jucond, the Foundat ion would be (uilly
relileved of any sense of responsibility to utitize its capa-
bilities and resources to address unmet needs otutside ol ity
territorial monopoly,

In spite of those advantoges Lo the Foundation amd in
spite of the desires of many student loan organizations for
a territerial monopoly, the Foundalion reluctantly musl
opposce Lhe recommendation of the V¥ational Council, of which
the Foundation is 2 member and of which 1 am immediate past
President. This opposition is bused on the considered
Judgement that establishing territorinl monopolies for
student loan guidrantee apgencics would not be scund publie
polivy.

Terrltorial monopolies would have patentially damaging
effects vun Lhe Guarantecd Student Loan Program and its
effectivencss 1n meet ing needs. Monopolies would (1) inhib-
it commercial tender participation in Student loans, (2)
deny eduycarional institutions of significant sources of
asslstance Tor their students, and (3) reduce loanp access 1
for the intended beneficiaries of the Program--students.

*Territorial monopolics would provent a national
organization with an identifiabie, but gecagraphi-

1. Some of tht loss of loan capital availability couild be
mide up by inereased funding of state secondary markets
financed wWith tax.exempt revenuc bonds. The request for
restrictions on both guarantees and loans from outside a
territory in parr refleoets a desire to preoserve opportun-.
ity for these programs.
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cully daspersaad, cltentelo==Tike Lutheran
Brotperhaed, Tor esump le-=Trem mukimg =tudeod
2 tvaoall 1ts vlieptele excepe by adealge wilh
aomultiplietly o pgusrabtye organizacoome with
vaey o reprirement s and preciadures,
-

APaprptotial menopold s wou i poeec bude o Leaulyog
tnstoptntiet whileh has contraliond by student

toan processung for all of ats branehes, surh o
Twin Uity Federal, troem uidlisang Seseral pewly
acgun Fesl Brpnelies on aanrthor =rate Tor origirnay thy
additional =twdent Toafis, anles=s the sttt tee
s owilbing e bedar the ensts aad complesit Les ol
provessing beans o accordanes with the ditlering
pulneres ad procednres=s al tae @uariantes BELah L
LUt

imder terrtiorul potapol s, e bemding fastitn-
tron TiRe Citihank, which Was mabe o voery <subaton-
Ll cotmm, tment to omeeoting o sigtulicoar shorve ol
Lhe pesd Fot ~tident Hoes on g oatiowwide Du<sis
wantd cither bave to be Timioed dn s student
Toap avtivity ur sonbd have 1o assame the barden
G odea by w1th More guatanter alencies ol yvary-
ing maee atd proceidures,

fU] the Congress wern Lo establish reevitorl
moenoper ] s For guarin e Ghdene tes, Cvery lending
=i ptut ton woubd Toerally be at the merey ol
th pusranLor Ln LS berrilory; oan sl itutun

Cwhivh, Dike the Boawkeye Danceorporatlon, tountd

performanee of the guaranlor in ils terpitory to
L unacevplable woygbd vither have to terminale
ity purtteipetion an student loans or he =ubgeet-
e tooa situntion whiich it belioyed 1o b tarde-
quate. -

sLpder 3 system of tepriiorial monopolics, o1 group
of uplverstiles, such as the United Negro Cirlleyne
Fund which ineludes insitutions an some 12
wtules, could no lungor benetit feom the dramiile
tmprovemenl o loun availubility creaated by an
effort tike the UNCF gssured dvcess Program.

sferrrrorial menopol tes would setjously impede, ir
not eompletoly elimunsts, o realstae opportunity
far providing last rosort progeams fare all of
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certndn vategorios of students, such as those
atteading zhort-term vocat ionul pragrams,

*Undoet terricorial monopolics, n stwden' having
difficully finding 0 loan with the guapantes al
the agency in hix or ber siode could no Tenger
look 1o an alternative soutve ol Loans with 1he
guarantee at another agency.

*Students nd educatiobn] Inutitutlons would zhare
with lendrs the elecumstones of being virtoally
at Lhe merey ol a single guurantee agency with no
allernative souree of seevice Lo msL needs.

In short, withour oppoctunity for an organization 1ike
the Higher Fdocatian Assistoncs Foumdatlon o gupemntow
Toans alongside of agencies operating in single states, as
anthorizod oo eslstang law, the needs of some students
inevitably wonld not e met.  The progress which has been
maile toward assurigg full and cqual lown acerss would be
seriously digsrupted,  Effective participation by many lendots
would b impedhedd, and the right of a lemder to seek a guaran-
toe urpganivat ior proviawg an accepiable quality and quantity
ol seevies would e oliminated. Territorial monopolivs for
stuelent foas organizations would e disadvantageous bt lend-
ing institutions, schools and stutlepts,

As tndlvented by the Committes Reporl on the 1965 Act
cstabhlishing the program, the Congress anticipated that tias
necds of all sticlonts ¢ould not be met with prageams of
state puarantee apgencies.  The Hepory not only rocognized
Lhe necd fop an organization like the Foundation to provide
serv.ee alongside of state guarantoer agencies, the Rueport
even sugpested thit Foderal sced monios for & state might be
awardel to hoth a state guarantece agency and an organizition
like the Foundation. That original Conpeessional coneoeption
ks facilitated program effectiveness and bas served to
stimuluee full and equal lean aceess.

No doubt teeritopial monopolics would make life more
comtfortable [or those responsilile for some guarantee agencies.
A territorial monopaly would assure an ovganization of all
loan volume in i state, cven I the performance of the
organization were marginal, oven il seorviee provided by the
organization were less chan fully satisfactory o rncipivngs
of the program, and vven §F all students did not have lown
aceess due 1o practices of the agenaey. Perhaps mest ampor-
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tunt, the organization sondoyving the beneTit of 2 werritorial
monepely would be assupeol of revenpes assockated with ull
lesns guapantecd within the terrilory.

Obviously, eliminatvon of all ulteesntive sources of
Fuaranled agency service inon territery would maximise
opportunity of vach agency to impose its will on lending
institutions, educational justitutions, and students.,  The
power Kained throngh monepolest ic contrpl would cenhance the
stiatux of any ageney and would give Lthe puarantec agency o
more critival rale than these agenciex currently perform.

Enhanced ®tatus, o more ¢riticnl role, groater power
over program particlpants--ithess are significant advantupes
for guaranice akenvies, Add the assurance of all revenues
goenoraled from all guneantee business in oa territoey and Lhe
wmlvantages of tereitorial monopolics to pguaranies agencies
seem almasy ove whoelming,

Were (tonot for disadvantages 1o other pavties, Can-
gressional weta10on 1o benofit guaranlee agencies probubly
could be justified, Given the poteutiaily negative impact
on others, including the intended Progeam beneficiaries,
publie policy gustification should reflect 1 genvine nesod
tor the Droposed chinge, not simply a benoficlal effect on
providers of servicew,  No compCliing need for territorial
monapol les esisgs,

Some have sugguested that terrictorial monopolies are
needed in order to prevent the Higher Educalion Assistance
Foundiation from becoming the single national guarantor of
students. The fact 13 that the Foundatiion does not Seek to
pecome the natlon's sole guarantee pgency, The Foundation
SUPPOPrLS 4 system of multiple guaruancors which provide
alternative opportunities. .

A major problem with a siagle national guarantee obgani=-
zation would be that future deflciencies in the performance
of that prganization could seriousiy diminish the effective-
ness of the Guaranteed Student Loan Program. HMoveover, 1l
the Foundaticn or any other organization were to become the
single guarantee agency in the country, the monopolistic
altuation created by that circumstance could lead to o lack
of responsiveness and effectiveness in serving students,
edycational ipstitutions and lenders,

The disadvantages of a single guarantes organization
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are no less for o uLuttIT\un for a antion. A student should
not be timited Lo n single) source of o loan guarantee any
more than a student should) be resteteccd to borrowing from
a single lender or to atignding o single tnstitut ion of
posLl=secondury educutiun.

Guaranter organigsattons pee seeviee organieat ions and
the qual ity of sevvice rendered to Lhe stwtents, cducat lonal
instituticos and lenders can be vnbanced by the motival lug
faetors agyociated with knowloedge that the reciplent of the
service has the Tight to obenin that service Trom another
source.  So long as an organjsntion is assuersd that aid
business withio o territory iy tesceved Tov that oeganlsa-
tion without eegard to the quality of scevicy rvendetold, Lhe
erganizirtion remailng (ree to provide servive al no Bigher
level than the misimum level eoquived Tor scaving in businoss.
Changiag the terrliory from Lthe nuiion Lo a stuge durs not
climinate the mgor disadvantages of complete depoendonco un
a sitngle puarantore.

Some would rontend thal the protegted territory is
NECoSNRry LO assure =owe minimum level of volume cequired
for operagional effect iveness,  Some would suggesxt that -the
Itigher Education Assistance Foundation ls taking a share of
volume which substantially damages o' her gurrantee ovguni-
siutlons, The Taets dp not support these contentions.

Aveording to data {rom the Department of Education, the
volume of loans guarantecd by the Highert Edugauion Assis-
tance Foundacion during the [irgt nine months of {iscal year
1983 equals only H.G% of the total volume of loans guaran-
tecd during (hat peried. That 8.6% of total wvolume ineludes
loans in the s3x stiates for which the Foundation sorves as
the designated guaranitor, as well as loans guaranteed out-
side those six states.  [F the Law Schonl Admission Councdil
woere being wtilized ac the maximam rate daring thix samo
period, the total voiume of louns guaraniced by the Founda-
ti1on =tLll would have been under the percentage puaranteed
by some organizationy which oporate only Ln o single stube.
The total volume of loans buing guaranteed by the Foundation
i% not havink any scriously damaging wffcel on the business
of other guarantee agencies.  Any depressing effect is more
than councer-biluanced by the wnerease in the access to loans
being generdted by the Foundation.

The charge that the availability of loan gouraniers
from the Foundation damages oLher student loan urgamzatinns
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1o such an extent that the ciler prganlzalions canaot oper-
ate effectively could be applist Lo the greatesi extent in
the iastamre of the Towa guarantee ageney.  The [owi ageney
has lost sigenifilcaat potential volume due to the decisvon ol
the lluwkeyye Descorporition vo have loans gyaranteced by the
Higher Educestion assistanee Pounslation,  lacidesially, it
was llawkeye Buncorparation that approschesl the Foundad jon
rshor than the revorse, OFflicevs of lawkeys Bancorpoyation
declded 1o Seck U new sparce ol guarantees based on dissatis-
faction with the serviee beng providied by the [owa agency.

Even ip this eXtrene situation, the data docs oot sup-
port the econioeatica thut action of Lhe llawkeye Dancorpora-
tinn and the resulting less ol puarantoy business to the
[uwi QunrTuantes agency hos doamaged the lowa agency by leaving
it with volume below that pecessary for offeetive auperatlon
of ap ageney, According to Depurtment ol Fducation data,
thy [owa ageney guirantoed louns tn an aggredgate volume of
nearly $4.0,000,000 duving the first nine months ol fiseal
1983, That is preater than the volume guaranteed by the
ageneies in such states as Alabama, Colorado, Georgila,
Kentucky, Mississippl, New Mexlco, North Cavelinn, Nerth
pakoti, Dkiahoma, Oregon, South Dukota, Tennessce and Usah,
It 1% four times greater than the volume guaranteod during
the same period by the agencles in Arkanses, Tduho, Montana,
New Hampshire, Soath Cirolina and Vermont. If the business
lost by the lowa ageney as a result of Bawkeye BancorpoPa-
tlon's freedom to choose o different ageney has caused the
Iowi ageney volume to be less than pecessary (of an adequate
operating basce, many other guarantece organizations clearly
are operating on less than adeguate ¥olume.

The tmportabce of guaranlue agencies to the suecess of
‘the Guaranteed Student Loan Program is great cnough to war-
rant Congregsional suppoft for these agencles, and the Con-
gress has provided subsidies to assure the survival ol theye
ugenrcies, In fact, the agencies are rather heavily supporti=
¢d by lederal subsldies, which inciude an administFative
cost allewance, TessTve advances, and reiasurance payments
based on a formula [avorable to the agencies. Given the
subsldies provided, Congressional action to Assure un agency
al all business within a territory is more Congressional
assistance than necessary.

The recommendacion for Lerritoriat moenopelles was
advanced by those who provided puarantee services, rather
than by Tegipients of the soervices, becausce 1t is thuese
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provlders, nut the reciplents, who percelve & benefit. Tho
recommendat ion reflects concern of same student lonn organi -
Zatlons mbout potcatial losu of guaraates buskness tosihe
Ilikber Educatioa Assistance Foundation,

That many studcnt loan orkaanbzatlons should be foarful
of competition from the Faundntion is uyndevstandawle, [f
aot exceptionnl, the Foundntlon L% bt lenst atypieal and
guarantee agenty direetors, like moust people, wre SUGpLe
cious of that which (s differsnt, Amubg tip. characteristles
which make the Foundatiun disvinetive aro:

1. The Foundation ix thoe “desipnatad ageney' for
uaranttelng lnans in Tive states plus the Diue
trict of Columbin. Most apunoles are designhtod (n
only one statc,

2. The Foundatlon does not requife [enders to diserime

1 5 * h other fac-
terg not proseribed bY the Congress for determinlng
bofrowing Cligibility. MNOSt Ruurante€ organlZae
tions will guarantec a loan onty LT the gtudent is
etther o residear of a pertaln state or lg attend-
ing an instituljoa in that state, and some impose
other requircoments.

3. The Foundatlon asswnes responsibility for full ang
equal acceysS to loans in thosc states whore it
serves as the desi@nated Buarantor. Althoufh il
guarantue orkanizations seok loan availabiliy,
some have not awsumed Full respoasibility for
lonn dACCOSS,

1+ Te assure full and equal Joan access, the Founda-
tion ¢pglges o activities, such as operating state-
wide lost resoft lending programs, malntalnling cnba-

clty lor servicing loans held by commercial Tenders,
and scimulating certain _commercial lenders to servo
the unmet neved for studentls in partitular InsStitu-
tions and/or jocations. &1though other guarantec
agencies eagage in some of these activities, most
have not undertaken such an ambitious set of actt-
vities t0 factlitate Joan access, -

5. The Foundatlon offerg its guaraniec to any commeT-

cial lending institut:on whaich complies with Fouha
datiaon policiey apd Federal regulagbions on BUdTon—
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teed student loans wlthout regard to geoagraphical
jocation of the lendlng institution. MHosl guaran-
Lee organizZations issue guarantces only to lendors
within & limited area.

€. The Foundution has ngerated for only siX yeirs.
any guarantee agencles have operated much longe

A second reasonh that the Foundation seems threatening
to some other student loan organizations ls that the Founda-
tion has demonstrated an ability to operntn cffcctively with
less publie subsidy than has been enjoyed by muny gunranios
agencies. For example:

1. he Foundatinon was initiated without the advantag.
of sither hancinl SuppDHrt Erom any spate orF Ulee
benelit of federa upds mide avielubile s sl
monies™ under the 1965 Act. Moot other guarantce
organizations were the reciplents of Federal seedd
monies for establishing o streagilhening reseryve
funds, and many also were the benelicaary of sub-
sidles from o state in the Torm ol appropriagions
and/or free services.

e

Since voluntarily returning 310.8 mullion to tlne
Speretary abf Education tn May ol T9H0, 1he Foanda-
tion hias beoen 1he only guaratleo arganleaition 1o
operate without any_ roserve advanedes trom the od-
Bril _government,  Most gunrantes Gpgune ies continge
to huve bonelit of both sved modtes provided Ly tle
1965 Act and adiditional poxerye advances authorized
By the Congress an 197G,

In addttion to the lixtinctive putyre of (he argatizh-
tion and 1ty abillty to operate oflectively with reduced
public subsidivs, the Foegndation has achiewsd an enviable
record of wuctess.  Amopyg the indications of general suceess
of the Foundation operatjion ared -

1. By issuing goarantecs Top loans inoan agpreegate
amonnt of nearly 2 billhion dollars, the Foundat)on
has Lecofe ane of the larger guuprantes organiia-
tions i the natjnn in only sS1X years.

Throush sound fdanugement pracoices and effective
contral ol conts, the Foupdation has achioved
mmereasitg tipaneial atrengeh rel Leeted by acdumi-
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Intlon of a Fywl brlancs of nenrly 25 mitlion dol-
ars, o resveve lund of nearly 35 million dotlaes,
and tobtal assels of nearly 60 million doliars,
witnut benefll of all publle subsldles eojoired by
meal PFuRFAntee LEene oL,

The numbee of lenders agrecing 1o make boaas with
the Foundal jon's paarantee las grown to |L,000-
substanlinl Iy mere than Lhe number makiog loans
with the guarantes of most other aEeneies.

The Foundit tag has avcompd sshoed o slgnifican.
yeduciion v the guarnntee foe ciiarged o students,
in sprite of the fuet that the Foundat joh aperates
without state subsidies or Federad reserve udvianes
Tunids voaoved by other agehoivs,

Thts Foundation atso his demonstrated ao abililty to per-
form etlectavely <o diltioult sttuations,  One example ot
this ability 1% in the Mscewet of calwebiae Noo only did
the Fouadat ten gndeypake the guarantoe ol loans following
the demisxe of @ previous goarantee program in the Misteiet,
the Foundation alse suceossfully undertoek a4 commitmen: to
Feneritte saftieient loan capital to asaure Tull loin acesss
tor Disipiet students in splte of some =tigma on stadent
loatin 1wt District amens sources of loan capital,

Throuph suevesstul perlformancs, Lhe Foundiation has
demonstratod that o state may rely exclusively on the Foua-
tation with conlidence that (1) full and vgqual aceess to
lToans will be achieved in that state, and (2) lenders and
achoods will recewve effeetive and pfficient service. Glven
these bwemefits to o state shich chooses tu rely on the Foun-
datien, 1 i=, it the words of obe puarantee agency direetoae,
"the very exlstunce ol the Foundation shich s thrextening
te vther stwdene loan organizat jons, ™

As 1t these factors wore not cenough, the Foundation
also has beon an advocale for veducing the fedoral subxidy
1o stwdent Tead organizzations.  The Foundation was a spoKes-
min n faver of reducing te one=hgll the special allnwincs
formula 1or taf=cxempr loan progreams, including those
operateit by the Fourdation, and the Foundation contindes Lo
wlvoeile 4 chanie th the rernsuranee Formula which would
reduce the tinancial burden on the federal goveriment and
e tedse the fitdncial respoasibility of student loan gudran-
toe daEefe ey, Many studenl loan organisatiohs are Less sup-
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portive of reduced gyhsidies for theie organizntlens.

frerhaps most disconcert lng to some other studenc, Touan
orgunizatlons has Deen Lhe willingness of the Foundallen o
purticipate in peograms tergeled at cortain student populn-
tions which oxtend beyond the Tines of o slugle state and
for which eesponsible paetics perecive same prohiiem in
adeguacy of loan éceoss.  Beeause these taegeted student
populat tans are not confined within w single state, the
contribul tons of the Foundation in assuring avallability of
loans for such targeted stuwdent populations hos been vicwed
by student lonn crEanizations sceevipg individual states as
an assaule on perential business for those ather organizn-
ticax,

A prime exampie of the Foundation's contribution in
assuring aceess to own dideptifiable student popuiatton is thoe
assured aceess progran for students attending the 42 iasti-
tutions of the Untted Negro College Fund., These instlhitutions
are loeated ip some 12 statoy,  Thete common characttristic
in not that they are located tn a geegraphical area within
the borders of 4 single stite, but that thelr migsion is te
myet the educationyl needs of p certain student population.
Pritor tu the assured access program for UNCF institut tons,
uttlleatyan of gouaraateed Joans for meetlng necds of stu-
donts bn UNCF Institutions was limited due 1o loan neevss
probloms.

The Foundutien has participated (or some time in ef-
forts to assure loan availability {or students altending
cortain groups of vocationat schools which are located in
multiple states and serve students Trom a rather wide geo-
graphical arca. Examples of such groups are schools oporat-
od by Bell & lowell, ITT, Cencor and ALHUO.

Deticiencies in loan access for students attending
vocatlonal schools has been one of the persistcent problems
of the Guaranteed Student Loan Program. Finanmcially, loans
to voecational school studenty a.~ :unmong the least desirable
for beth tht guarantor and the lenter. Due to the short
torm nature of vocational programs, leans to these students
do mot offer the advantages of an extended in-school period,
which is the most [inancially favorahle period onh a student
loan. Murdever, loans to vocational school students provide
mintmal opportunity for scrializatlon because theSe students
o not have the necd to borrow for multiple years. Lack aof
serial lounS causes low average indehtedness which, ax com-
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pinred with ovther loans, I costly tor both the guarantee
organization mnd the lender,

Other examples include gunrantee service 1o lostitu-
tions, such as the University ol Chicngn, which have probloms
wlth guarantor requlrtements in thelr states and service to
students aol dnstitutlons in states such as Sowth Cavolinn,
whleh have lonn accexs problems:. In the bastabee ef South
Carvlina, it iz stvernl West Virglnin banks shileh hawe fitl-
od In the gap by orlglnating Youns with the Poundationts
guarantee to South Cnrolinn students at the requuest of finan-
clal nld aflficers in that state.

Tht most recently mplemented program in which the
Foundation is purtwipacing to mect the peods of a defiocd
population which extends Devond stntoe Yipes is the Law
Schonl Assured Acoess Drogram under the auspioes ol the Law
School Admission Counclt. ‘This program, which wos initinteg
with guaraniee add sopporting scrvices from the Foundation,
permits e limited pumber of stwdents attendiog law schools
throughnut Lthe nation to obtain 8 guaranteed stodent 1oan
{rom the First American Banhk in Wushington, D.C.

Lnlike the USCEF program and programs of lowns to mect
the nevids of vecationa! schoeol students, the Law Schaol
Ansured Access Program stimulated a substantiol negatlive
reaction fyrom ether guarantee agencies.  Perhaps soch o poe-
action should have been anticipated, loans to law xiudents
are generally vieweld as less risky than loans to studengs
attending the UNCF institutions and more profitable than
toans to vocational school students.

The assured access program for law stwdents bas been
characterized by representatives of some student loan organ- -
jzations as an allempt Lo skim off high balance loans Trom
other guarantee agencies.  Some have expressed fears that
the Law School Assured dccess Program ix jotended to attract
al! loans to law school students, thereby depriving other
organizntions of opportunity to guarantee loans for any law
students. Some Buve suggested that the Foundation acted in-
uppropriately in agreeing to gusrantece loans under the Liw
School Assured Access Program bocuause the need [or the pro-
gram is not ceriain.

The fuct of the matter 1s that the Law Schnol Assured

L]
Accrss Program 15 not antended to replace other lendung to
law mehool students. The limited (unds available wnder Lhe
Ya
" 4
[
O
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program nsasome contbosol avad labl by o losns From other
HOUTCOR

With respect 1o need for the Profram, uan organlizot ion
which 1s Intimuately involved with taw schovls, the Law
Schonl Admission Council, clearly prreeived the necd [ar an
addltional dependable source of student louns for law
schools, A percebtion of student loian organizalivns that no
necd exlsts bs not pecessarily more valild than a pevception
ol the Law School Admissions Council that a4 necd dovs exist.

The only vertaln way to determine the extont of poed
for a student loan Program [ Lo make the program available
und observe its utiliZation. As untleipated, two-thirds of
the Buarantees issued thus far have been for ALAS loaps, the
avnllability of whieh has been much more limited thap hns
avallability of refular guaruntesd student loons.

It is likely that loans to law school students will in-
croase signilicantly as a resualt of the aceess to 1ouns
ercuted by the now program. At the very least, law students
will benefit from increased availlabiliey of loans.

Officers of pther student lodn orkgnnizations are con-
cerned that the existing programs providing loans for stu-
dents without rodard 1o geodraphical location are not all
such programs which may emerde. This concern is Justifiod
as indicated by w0 new ProRrams i procoss. ‘

Cne new program 1s n fairly comprehensive last resort
program {or students acrending vocational institutions. The
program, which ls in addition te the Foundatlan's existing
efforts to provide lean acerss {or voeatlondl students. will
cammit $3100 million anavally = k major coatribution to rescl-
ving defictencles in ltoan acgess {or vocatlonal students.

In an effort to assure that funds provided throudb this
program will meet necds of students who otherwise would have
aifficulty in obtaining a loan in a timely mannor and in
order to minimizo any loss of volume by other guarantce
organtzations, the program will be operaied as a last resart
program. Instruccions ro schools will make clear that loans
from this program are to meet needs which otherwise might
not be met effectively.

The Foundation also has participated in the {formulation
of a plaa to provide a readily availakle souvrce of loans to
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Be wt bl baed thraoughuul the nation o Meeting loan needs ol
sludents whee bave dIfFicalty In obtalning & loan from oxist-
ing sources.  Unibee this program, finaneinl aid sminlstvia-
tors will De utilizded Lo ldentlfy thuse studeots sho ave
having difficulty lo abtaining & loan. The finnacanl add

of ficer will be ¢acourafed to torwurd only those applica-
ticns [rom students wha need Lo take advantage of a second
resort program.  Through this abproach, responsible offort
will be made 10 couse loans From this last Pesort program to
b utilized Tor stnidencs whose needs odhergise might not e
mi*ts This will miaimize loss of Fuarantoe volume by other
Fuarantes plencics.

As with the extsting offorts in whickh the Foundation
has participuated, these two new inpovative progreams arwe de-
signed to (1} eohanee the over-all orfece of the Federa
Guaraniced student loap hrogram, (2) «limalate and Iucik}
tate (ull and equal access bte leaas among all studenos.
maximize parctleibation and cooberation ol organizat ions
willing and abie to mect student louwn needs, and (4} creals
n dependuble souvee of funds Tor students who bhave diffical-
t¥ 10 obtaipial Yoans to meed thewr individusxl aceds. The
potential nhenctits of these ACw ventures are sitbstintaal.

4}

In view of the sigEnificant benefits to stuwdenils and o=
stitut luns, thuse twe pew proframs ace worthy ol consodera-
tinn far moril ~ubbart feom this commltten,  Woe dare tloised
to have contributoed to theie development.

Senator Starrorp. 1 think we will go in order as listed. That
means, Mr. Mirandon, that you would be the next witness.

Myr. MiranDON. Mr. Chairman, Senator Randelph, Senator Grass-
ley, members of the staff, my name is Bill Mirandon. I am the chief
executive officer of United Student Aid Funds, which is a private,
not-for-profit organization, whose primary purpose is to provide
total access to guaranteed lvans for all eligible students and par-
ents.

United Student Aid Funds has provided access to almost 2 mil-
lion borrowers by guaranteeing and processing approximately $5.2
billion in federally and privately guaranteed student loans on a na-
tionwide basis for the past 23 years. We still have contractual obli-
gations with schools, lenders, and other institutions, going back to
1960. These insti‘-:“ions will be happy to testify before your com-
mittee

We have served as many as 17 States, the Virgin Islands and the
Pacific Islands, many times as a “bridge” to help them create and
establish their own self-reliant agencies. In 1975-76, United Stu-
dent Aid Funds was a leader in bringing about the decentralization
of the GSL program, and in working to perfect its extraordinary
success, as well as in providing access wherever reguired.

It has never been our policy or philosoghy to take over a State
agency, or a substantial.part of it, but rather to help it and its stu-
dents. 'We believe our philosophy is unigue, and Sur mission is spe-
cial.

I appreciate the opportunity to convey to you how destructive
any proposal would be to restrain participation by United Student
Aid Funds. The program was never intended to be limited to States
exclusively, but to assure adequate access to loans throughout the
Nation to all students, not merely students of a particular State. If.
it had been intended solely for State agencies, the law would have

3
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indicated this fact, and funding would not have been provided for
thtw:barticipation of nonprofit private organizations such as ours.

e believe that Congress in its own wisdom knew that private
nonprofit organizations like United Student Aid Funds not only
had been l::;iaing students for a long time prior to 1976, but that
we were needed thereafter to assure that a?l eligible students did
obtain loans. In fact, shortly before the 1976 amendments were
passed, United Student Aid Funds was asked by Congress if we
would take up the slack of the faltering FISL program while new
agencies were being established. We agreed to do so. Again, our
philosophy is to help students. We had been around a long time
before the financial incentives of 1976 encouraged opportunists to
enter the scene, and we were not motivated by financial incentives
and clever ways to capture more income.

The local State agencies have a distinct advantage over any out-
side agency’s program, because they are closer to their lenders, to
their schools, to their legislatures, and to their students. They
should, of course, run an efficient, full access program in their own
localities. The mature, experienced agencies see no threat from our
supplemental activity, which provides access to guaranteed loans
on an average of about 2 percent of the entire guaranteed student
locan program—that is, guarantees by United Student Aid Funds
itself. Yet, this 2 percent, and possibly a hidden 2 or 3 percent
more, is extremely important. United Student Aid Funds, a nation-
wide guarantor with toll-free lines for student inquiries, receives
about 1,500 calls and letters from students and parents a month.
We refer most inquirers to their appropriate State agencies, but
possibly 300 a month must turn to us for help. This lack of access
is usually caused by State restrictions the unwillingness of some
lenders to lend to certain students who are normally eligible and
the ab-ence of participating lenders in certain areas of the country.

United Student Aid Funds sympathizes with those agencies
which have been taken unawares by entrepreneurial types who are
interested in capturing revenue, to reap underwriting fees from
tax-exempt revenue bonds. and to gain new spheres of influence.
We ocurselves have been the victims of such unwarranted intrusion
in Arizona and Oklahoma, so we do recognize a problem exists. But
to place restraints upon the ethical participants such as United
Student Aid Funds, would be counterproductive.

United Student Aid Funds advocates and is willing to abide by
ethical standards and principles of the National Council of Higher
Education Loan Programs—NCHELP—the membership organiza-
tion of all agencies, of which we are a charter member. NCHELP
has created a committee on standards of ethical conduct to keep
order among its members. This committee’s recommendations are
in the process of being formulated. The membership of NCHELP
certainly can police itself. We are as eager as you are to have the
results of this committee’s deliberations. But to over-react by creat-
ing a discriminatory law that would lead to inadequate access and
that requires a debilitating process of obtaining bureaucratic per-
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mission to help students who obviously need help is not in keeping
with the American tradition of freedom to act responsibly.

It is senseless to restrain schools, students, lenders, from easy
access to the free marketplace that is so vital to education. This
hasty proposal to limit nonprofit guarantors and multistate lend-
ers, such as Citibank, will undoubtedly lead to unfortunate results,
including long delays in the delivery of loans, bureaucratic ineffi-
ciencies, lender disenchantment, policing of unnecessary regula-
tions, and finally, the reintroduction of a centralized program in
Washington, D.C., in order to reduce the access problems. A lack of
access i8 inevitable if we are denied participation. As a result, all of
us in both the State and private agencies who have brought about
the highly successful decentralized program, may see it returned to
Washington where it fared so poorly before.

We might, then, if we see this return to Washington, be the vic-
tims of our own self-inflicted mortal injury. To limit the participa-
tion of nonprofit guarantors and multistate guarantors, I repeat, is
unwise.

Let me summarize—as I see the yellow light turn on. Although
we have been placed on the same panel, we are philosephically op-
posed to the Higher Education Assistance Corporation’s approach
to taking over a State completely or a significant amount of its
business, and seeking to maximize the subsidized flow of revenue.
We supplement, but do not supplant. We take calls from students,
as opposed to soliciting calls from students. We are not interested
in’satisfying our greed, but the need of students.

There is strong reason to argue that there should not be a re-
straint of trade in our case. Qur contractual obligations, some
going back to before 1965, should not be impaired. We have con-
tracts in unique, worldwide, assured lender programs, with the Air
Force, the Navy, Mobil Oil, General Electric, RCA, Western Elec-
tric, the Ford Foundation for Black Lawyers, the Robert Wood
Johnson Foundation—all of these, plus other programs that cer-
tainly are beneficial to students, and which no single State agency
can handle alocne. We are willing to share these programs with
Stat> agencies. . .

Finally, we believe NCHELP can police itself—it has not yet
tried. We believe the Department of Education should oversee and
referee this Federal program, but we do not believe you can legis-
late good manners. .

I thank you very much.

Senator Starrorp. Thank you very much, sir.

The next witness would be Mr. Biklen, and if I mispronounce
your name, I apologize.

Mr. BikLEN. You have it correct, Senator.

*Mr. Chairman, and members of the subcommittee, thank you
very much for the invitation to testify at this hearing. I am Steve
Biklen, vice president in charge of Citicorp’s student loan business,
which Is located in Rochester, N.Y.

The issue which is being discussed toeday is a very complex one,

-and in order to provide a backdrop to that, I would just like to

spend a minute or two and update you as to how we became a na-
tional lender.
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Up until 1979, we pretty much operated only in New York,
unde1 the auspices of the New York guarantee program. In 1979,
howe*er, we built a ﬁrocessing center up in Rochester and made a
full commitment to this business.

Recognizing that the student loan business was growing and that
there was need throughout the country, we solicited & good number
of State guarantee agencies in areas that we thought there might
be unmet need. That solicitation offered our services as a lender
under their programs and resulted in our entry into several States
under their guarantee programs—into States such as California,
Missouri, Washington, and, most recently, Colorado.

Additionally. at the request of the Tennessee and North Carolina
Fuarantee agencies, we set up a lender-of-last-resort program, uti-
izing the Federal guarantee. Other States where we perceived
there might be loan access problems declined our offer to partici- .
pate, stating ‘there were no access problems. Many of these States
subsequently set up tax-exempt secondary market operations.

In 1982, we were approached to set up a guaranteed access pro-
gram for students attending schools making up the United Negro
College Fund. Those loans are guaranteed by the Higher Education
Assistance Foundation. This year, we have been approached by two
organizations of vocational schools to set up a program to make
loans available to them. The details of that program are being
worked out. and we anticipate that we will make loans incremental
to loans we are making to those students today., sometime later
this year. .

As you can see, our evolution as a national lender was prompted
by the recognition that not all the demand for gusranteed student
loans was being met, and this perception was strengthened by the
fact that we began to receive applications from students in many
States that we had no involvement with, asking for a federally in-
sured loan from us. We satisfied those application requests, but
they come in from a number of different areas of the country, pri-
marily in the South.

Given the complexity of the issue. we think it would be a mis-
take to legislate ag;.oinst the concept of lending or guaranteeing
loans across State borders, because we think students who have
justified need would be eliminated from the program. We do have’
some recommendations, however. .

It is our experience that State guarantee agencies normally have
a close working relationship with the schools within their States. If
there is a particular problem, and if an outside guarantor or an
outside lender has approached schools to make loans to thoge stu-
dents, we would recommend that the local guarantee agency work
it out with the schools involved; there is a problem or there is not.
and I would think that they could work it out.

Second, some of the assured access programs may be more attrac-
tive to schools and to students because of certain characteristics. I
think the Congress could standardize the guaranteed student loans
s0 that it would be impossible for a guarantee agency or a particu-
lar lender to offer a more attractive product. Specifically, I am
talking about the insurance premium—that could either be stand-
ardizes or eliminated if we went to 100 percent reinsurance, which -
has been talked about. Second, there is one program currently
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available, the l.aw School Admissiohs Council assured access pro-
gram, that offers gtudents the ability to defer interest on their
ALAS loans. Sallie Mae is involved in that program, and | believe
they can carry the additional cost of carrying that interest, simply
because they have lower cost funding than other lenders. We could
not begin to offer that program. simply because the cost of carrying
that interest receivable until a student graduaced would be prohibi-
tive..If Sallie Mae's competitive funding advantage were eliminat-
ed, or if the ALAS loan program were standardized so tht in all
cases, students must pay interest beginning immediately. or Con-
gress authorized all lenders to capitalize interest on ALAS loans on
a quarterly basis, then either all ALAS loans would be the same, or
all lenders could offer the deferred interest feature, and there
would be no advantage for the student to seek loans from out-of-
State sources.

There are some other recommendations we have which are along
those lines, which are in my written testimony, but in the interest
of tiine, I would just summarize.

As [ said, we believe the issue of national guarantee agencies and
national lenders is a complex one. We strongly believe it would be
a mistake to eliminate student access to student loans through re-
strictive legislation. I sgislation along these lines would have the
effect of eliminating access to too many students, many of whom
are the most needy. We think the sglution is for the individual
States and State agencies to work it out between themselves. How-
ever, the Congress might want to consider fuller standardization
for the guaranteed student loan product so thai the product would
be the same regardless of who it was offered by. '

Thank you very much for the opportunity to testify at this hear-
ing; and I would be more than happy to answer any questions.

Senator Starrorp. Thank you very much, Mr. Biklen.

{The prepared statement of Mr. Biklen follows:]




31

TESTIHONY
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STEPHEN €. BIKLEN, VP
CITIBANK (NEW YORY, STATE}, M.A.

Mr. Chairman and Aembers of the Subcommittee:

Thank you very much for the invitation to testify at this hearing. | am Steve
Biklen, vice President in charge of Citicorp's Student Loan Business. which is

Yocated in Rochester. tow York.

The issue which i beinj discussed today is a very comPlex one. 1n prder to best
address it, ¥t is appropriate to review Citibank’s particiPation in the Guaranteed
Student Loan Program. {itibank is viewed as a natfonal lender and I think an
unders tanding of our evolution as such will Provide 2 backdrop to a discussion

of the issues involved.

Up until 1979, Citibank was an originator of Yuaranteed student Joans Only under

the New York State Guarantee Program. Additionally, however, Citibank.purchased

fedevally insured student toans from Bell & Howell Education GrouP, [n¢.: and

ITT Educational Services, Inc., in accordance with contracts that had been entered

intd with these institutions in 1977 and 1978 respectively. These conbtracts were .
"EgotiatEd‘with those ipstitutions ir order to insure that students attending

their schools had adequate access to Juaranteed student loans. 1f a student could

not obtain a loan from a local 'ending institution then either ITT or Bell & ﬁbwe]]

. would originate the Toan and subsequently sell it to Citibank.

' In 1979, Citibank built & processing center in Rochester. New York., dedicated
- solaly to the processing pf student loans. This <enter was concrete evidence of
Citibank's commitmént to the guaranteed spudent loan business and enabled the

8ank to efficiently process loans on & totd)ly dedicated comPuter system.
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At this time the fuaranteed Student Loan Prooram was ‘growing extremely raPidly
and ¥t was clear tmat not all of the demand for ;oa?s across the countr¥ was
being met. Recognizing this, Citibank solicited state gqyrantee agencies in
areas where we perceived there minght be an inadenquate suBD]y of toan capital.
This solicitation offered Citibank's services 45 2 lender under the particular
state agency's guarantee brooram. These selicittations resylted in gur entry
inta several states ynder their guarantee Pragrams. These states included
California, Missouri, washinfiten, Colorado. Arizona. Montana. Hawaii and ldaho.
Additionally, at the request of the Tennessee and North Carolina Guarantee

Agencies we set up 3 Lender-of-Last-Resort program utilizing the federally

insured Quarantee.

_ This was done because of legal and Procedural problems with
resPect to qualifying under thgse states' guarantee programs. However, the

prograns were administered by the two Ouarantee agencies.

Other states where we perceived there might be locan access Problems declined

our offer to participate, stating there were no access Probleps. Many of these

states supseduently set up tax exempl secondary market operations.

[t was gur exPerience. however. that ther2 were still many Pockets of upmet need

across the country. This was evidenced by induiries we received from students

from various states particularly in the Sputh. requesting FISL application kits.
He believe that many of these students heard of our activities by word-of.mouth
as a result of gur Lender-of-Last-Resort programs in North Carolina and Tennessee.

In such cases we furnished apPlication kits to these students.

[n 1932. we were apProached tg Set up a Guaranteed access Program for Students

attendi g schools comprising the United Negro COllene Fund. The lpans are
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Quaranteed by the Hidngr tducation Assistance Foundption. This program resylted
in a comnitnent to oridinate wp to %10 million in 1gans for the 1982-83 schood

year and up to 520 million for the 1983-84 sChool year.

In 1983, we develoPed the caPability to ari%inate auxilliary loans to assist
students upder both the Hew York and NEAE Proframs. In the case of New York,
1oans were nmade available only to students attending Mew York schools or te New
York residents attending gut-gf-state schools. In the case of 1IEAF. however,

the Ygans were rade available to students attending schools 8¢ross the country.
There was evidence that the ALAS Program was not widelY available and we advised
schools across the country that we were willing to make such loans to fylfit)
student needs. The majority of schools have welcomed the availability of this
prograr while in certain instances some schools have indicated that local suPplY

was available to satisfy demand.

Additionally in 1983, e were approached by twe organizations of votatipna]
schools to set up @ program to make loans available to their students. These
two ordantzations have reouested that we make available $300 million over the
next three years t0 students attending the constituent schools. This commitment
Will be incromental to the loam Originalions that Citibank is already doing for
many of .these schools. We anticipate that the details Of this program will be

finalized over the next few weeks.

The preceding i5 4 brief history of Citibank’s evolution as a national lender.

As you can see, it5 evolution a5 such was prompted by the recognition that not

all of the demand for guaranteed student loans was being met. This perception

-
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wds strengthoned when we bedan receiving apPlication requests from studeats in

many states with whom we had no previous involvement. ..

Given the comPlexity of the issue. we believe it yould be & mistake tp legislate -
agdinst the conceftt of Jending or guarantecing loans across state borders., There

is pg question in our minds that such ledislation would 1init the access of many

students to the Juaranteed student Toan prodram. Citibank also recognizes that

the original intent of Congress was to administer the quaranteed student loan

prograr througdh the decentralized guarantee agencies in each state and we beljeve .

that this concePt can continue to work and offer the following solutions:

1. 1t is our experience that state Guaraniee agencies normally have
a close working relaticnshiP with the schools within their states.
1f 8 school iS dpproached by an oylside guarantee agency with a
new brograr it shoyld be up to the 1ocd) Suarantee agency to
wark with the schoel to determine whether Or not an access Pro-
blem exists. [“ there is no problem. then the school would
not need to make toans available to its students from the out-
of-state auarantee agency. If, on the other hand. an access
problem did exist. the schpnl may want to make those loans
avoilable fo jts students. The point is that the local guar-
antee agency should be working with the school o resplve
any daccess problems.

2. Some of the assured access programs may be more attractive to
schools 2and to students because of certain characteristics. The

Congress could standardize the guaranteed student 1oan S0 that it

33
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would be imPossible for 2 quarantec a%ency or a particular lender
to offer & more attractive product. Specifically [ am talking
about: A.) 7The insurance Premium. 1€ a11 insurance Premiums
were refduired to be equal, then there woulg be no advantadce of
one lgan over another. Along these 1ines the insurance premium
could be elirinated if 1007 reinsurance by the Federa) Govern-
ment were Lo be inplemented. as is currently being discussed.
B.} Deferred interest. At least one assyred access program

for the auxilliary loan to assist students. the Law Schoo!
Admissions Council Assured Access Progroms offers the student
the abi1ity to defer interest rather than to pay it on a cur-
rent basis. This g very favorable te students, but very costly
for the lender, Particularly in the third year of a Jaw Schoo)
proaram. because the lender cannot caPitalize the interest

until the student graduates. The lender would have to pay the
cost of funding the interest and earn sothing on it. In the
case of the law school Program. however. Sallie Mae is the uiti-
mate Yender and is in a better position to absorb this
additiona! cost. S31lie Mae's cost of funds is cheaPer than a
bank lender's due to the $5 billjon in low cost funds aobtained
from the Federal Financing Bank and the wider accePtance of its
debt instruments in the marketplace because of its government

charter. If $allie Mae’s compPetitive funding advantage were

eliminated. gr if the ALAS loan program was standardized 56 that

in all cases the student must pay interest beginning immediately.
or if the Congress authorized al) lenders to caPitalize interest

on ALAS loans ogn a Quarterly basis. then either all ALAS loans
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would be the same or all lenders could offer the deferred Interest
feature and there would be no advantage for the student to seek
the loan from an out-of-state source. C.) Loan consolidation.

In the case of the same assured access Program. where & student
ohbtained both a $5.000 guaranteed student loan and the 531,000

ALAS Y0an the student then qualifies for the consolidation program
and this could be made known to the student at the putset. Only
Sallie Mae can offer loan consolidation a5 it 15 currently struc-
tured and Sallie Mae was involved in this program. If ai) lenders
were able to offer the consolidation program gr if the consolida-
tion Program were modified so that it was only made available to
student borrowers who had paytent difficulty, theg}this attractive
asPect would be eliminated. Again there would be Jess reason for
the student to 90 out of state for his or her loan.

3. Ar a last resort, if the Con9rass doas insist urcn legislating upon
the issue df nacional Quarantees, it might be appropriate to allow
students to obtain Joans from out-of-state lenderi w;th an out-of-
state guarantee only if they have received a signed refusal state-
ment from a local lender. This. s somewhat burdensome administratively.
However, it has worked to the extent that we have used that approach '
with respect to the purchase of student loaps Originated by Bell &
Howell. Bell & Howell would not Originate the 1oan unless such a

statement was obtained by the student.

fn surmary, we believe that the issue of national Quarantee agencies and national
lenders is a complex one. Howevers we strongly believe it would be a mistake to

eliminate student access fo student Joans through restrictive Tegislation.

-
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Legislation alon9 these 1ines would have the affect of eltminatlng access to too
many students. many of whom are the most meedy. Rather, we think the solution
. is for the individual states and state ouencies to work 1t put between them-
selves. Additionally. the Congress minht want to consider fuller standardization
for the Juaranteed student tean Product 5o that the Product would be the same

across-the-basrd and not more attractive depending vPon who offered it.

Thank "ou veéry much for the opportunity to testify at this nearing, and if you

have any questfons. ! would be more than happy to answer them.

Senator STArFoRD. The Chair will comment at this peint that we
are pleased that constructive suggestions are being made this
morning, that we are sure the comn ittee will want to consider,
from all of the witnesses thus far.

Mr. Bullard, you are next.

Mr. BuLLarp. Thank you, Senator.

Because our company’s activities may have in part precipitated
your consideration of legislation that, in my opinion, restricts or
prohibits a lender’s choice of student loan guarantee agencies, we
very much apprecmte this opportunity to set the record straight.- -

Our company's student lending program is known as the Iowa
higher education loan program, or IHELP. It involves some 62 fi-
nancial institutions, and accounts for approximately 30 percent of
the student loans originating in Iowa. We are active lenders, whose
purpose is to provide a consistent and reliable source of loans for
students and schools.

Begmmng in the fall of 19580 and continuing through 1981, the
level of service provided by our Iowa guarantee agency detenorated
significantly. Applications took 40 days or more to process. Notices
of guarantee were inaccurate or totally missing. Duplicate and trip-
licate guarantees were issued for the same borrower; none of them
were correct. The actual loss of over 1,000 applications presented
some very real problems for our bank people out on the {iring line.

T say that we were concerned for the effectiveness of our pro-
grar. is probably a gross understatement. When you are faced with
a swamp full of operational alligators, you look for a little high
%:round and that is what we felt the I'ilgher Education Assistance
. undation provided us. After considerable investigation of

HEAF's capabilities, and Department of Education assurance that
their guarantee of our loans was permissible, we began processing

guarantees in March of 1982, Since that time, the Hawkeye-
HEAF relationship has been the subject of allegations and innuen-
dos from numerous quarters, Addltlonally. the lowa agen threat-
ened termination of our bank lenders’ agreements in April of 1982
and then did it for real in November. While the Novernber termi-
nation is still under appeal, I think you can appreciate the difficul-
ty of conducting an effective student loan program in such an envi-
ronment. You may also be aware that the Iowa agency requested
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the Secretary of Fducation resolve thig apparent problem. While
the Secrétary has gone on record approving the Hawkeye-HEAF re-
lationship and expressing the hope that the Iowa agency will coex-
ist with private agencies, in an environment of healthy competi-
tion, we have not seen many signs of peaceful coexistence in Iowa.

Let me try to relate our Iowa experience to this amendatory leg-
islation that you are now considering. First, in my experience, diffi-
culties between lenders and guarantors only impact students and
schools. Those are the persons who are supposed to be the real
heneficiaries of the guaranteed student loan program. If the diffi-
culties get out of hand, the lenders will disappear: and in the final
analysis, the program ill disappear, because the lenders provide the
funds to make it function. :

Lenders must be free to seek guarantors who provide the most
cost-efficient and effective level of service. This is strictly a busi-
ness judgment, no different from selecting a supplier of data-proc-
essing services or envelopes. A bank serves three masters: its com-
munity, the employees. and its stockholders. If it fails the latter, it
loses the opportumty to serve the other two.

The amendment that you are considering will create, in my opin-
ion. a series 0f monopolies in the individual States, which may or
mav not be responsive to the needs of schools, students, and lend-
ers. If not, who is going to correct the situation? In our experience,
it will not be corrected by those who created it.

As you ghould be aware, State monopolies would be fairly free to
set their own rules. In Iowa, we have heard a good deal about “No
loans to freshmen.” “mandatory cosigners,” and “Don’t advertise
student loan capacity.” We strongly believe that the availability of
competitive guarantee services has kept the program responsive
and not limited to the whims or dictates of a few individuals.

In my opinion, the existing law already provides a competitive
system of checks and balances that can keep the program as broad
as it was intended and make the persons involved responsive to ad-
ministrative and servicing needs of those it is supposed to serve.

Who is seeking the change? From what | have been able io learn,
it is not the students, the schools, nor the lenders. I would submit
to the committee that the program really seems to be working
quite well at this point. Why would you try to fix it?

Thank you.

Senator Srarrorp. Thank you, Mr. Bullard.

Mr. Hawk, could you tell us the circumstances under which you
entered into an agreement to guarantee student loans for [{awkeye
Bank and for the Law School Admissions Council? Did you suggest
such an arrangement, or is this solicited by other parties? Does the
Highér Education Assistance Foundation determine there is an
access or service problem in a State before it enters into a guaran-
tee arrangement for making loans available in that State, and if so.
how is this determination made? I realize I have asked about three
questions in one here.

Mr. Hawk. Mr. Chairman, if I may, I will take them in the order
that they were asked.

Senator Starrorp. All right.

Mr. Hawk. Mr. Bullard, of course, has just addressed the issue
with respect to the Hawkeye Bancorporation. The Higher Educa-
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tion Assistance Foundation did not approach the Hawkeye Bancor-
aration in an effort to solicit their participation with the Higher
ucation Assistance Foundation. The Higher Education Assist-
ance Foundation did not approach Hawkeye Bancorporation for
any purpose even remotely close to that. '{he approach was the
other way around. It was officers of the Hawkeye Bancorporation
that came to the Higher Education Assistance Foundation as part
of their effort to determine some kind of guarantee arrangement
which, in their judgment, would be more adequate than the one
which they were experiencing. L :

In the case of the Law School Admissions Council assured access
El;ogra.m, the approach to us was by the Law School Admissions

uncil representatives.

As far as suggesting such an arrangement, the Higher Education
Assistance Foundation would not, in the case of Hawkeye Bancor-
poration, say, “‘You have to prove to us that thereis a need for you
to have a different kind of service before we will consider guaran-
teeing your loans.” The same thing is true with the Law School Ad-
missions Council. The Higher Education Assistance Foundation did
not say, *You have to prove to us that there is 8 need, or that the
students about which you are concerned cannot obtain loans before
the Foundation will make the service available.”

Now, in the case of the Law School Admissions Council program,
I think we had every reason to believe, based on the data which
was available, that access to ALAS loans, which are designed to
serve graduate and professional students, was not fully adequate in
this nation at that point in time, and I do not think it still is. As a
matter of fact, there are some problems associated with that pro
gram, which we have addressed in other contexts. But nonetheless,
it is the best program we have to meet the needs of those kinds of
students, and as such there does.need to be access. -

We do not require that there be proof any more that we require
that there be proof on the part of the United Negro College Fund
or vocational school students. As a matter of philosophy, we do be-
lieve that it is better for a student to have two opportunities than
to have a situation in which a student has no opportunity. So, if we
make a mistake, we would rather make the mistake on the side of
providing more opportunities than are necessary to meet the needs
of the students than making a mistake on the side of making sure
there are not too many opportunities and hence, denying some stu-
dents the ogrportunities which they deserve. :

Senator STAFFOrRD. Thank you verg much. )

Mr. Bullard, why did Hawkeye Bank decide to ask the Higher
Education Assistance Foundation to guarantee its student loans?
Did your previous guarantee arrangement not provide adequate
access to loan capital for students?

Mr. BULLARD. The previous guarantee agency, as I have testified,
had deteriorated in its quality of service to the point that it caused
real operational problems for our company. That was our reason
for our approach to Mr, Hawk'’s organization.

Senator STaFForp. All right.

Mr. Biklen, under what circumstances would you choose to make
a guarantee arrangement with a national guarantor, as opposed to
a State agency?
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Do you believe that such an arrangement provides for better
access to loans {or students? :

Mr. BikLEN. Originally, when we started out going o;&it(e of
New Ycrk, as I said, we solicited all of the States, and in thOse situ-
ations where, for example, California, if we are operating under
that c{arograrn. if a California student came to us for a loan, it
would be made under that guarantee agency. When we begen get-
ting requests for applications from students in States we did not
operate in, at that time, we utilized the Federal guarantee.

Last year, the Department of Education announced that they
were going to phase out of the business of guaranteeing loans, so at
that point, we made an arrangement with the Higher Education
Assistance Foundation to pick up the guarantees in the event that
the Department of Education did stop guaranteeing loans. So we
are at the point today that if we get a request from a student in a
State under whose guarantee program we do not operate in, then
we would make the loan with the guarantee coming from the
Higher Education Assistance Foundation.

e also work with United Student Aid Funds, under some of
their programs, and where the applications came through, that
means we wotlld use their guarantee,

Senator Starrorp. Do you take any steps to ascertain whether or
not students who apply might be &ligibte—foraid under State agen-
cies before you allow them to take out a loan?

Mr. BikLeN. No; we do not do it on an individual, loan-by-loan
basis. However, we have on occasion asked the student why they
came to us over the telephone lines, and they have indicated that
they have had problems getting loans. But we do not require that
they give us evidence on a loan-by-loan basis.

Senator StarroRD. Then., you do not take any steps to ascertain
whether or not a student might just be eligible for sufficient grants
and other assistance, and not be fully aware of it, so that the stu-
dent would not need a loan from an agency ]ike yours? )

Mr. BikLEN. No; we do not question the students, but as I say, we
have on occasion taken a sample of requests coming in and asked
them why they came to us, and they have indicated they could not
get a loan.

Senator Starrorp. I see. All right, thank you, .

Mr. Mirandon. how does the United Student Aid Funds decide to
enter into a guarantee arrangement in a State?

Do you believe that your organization or your counterpart State
agencies can adequately determine whether there is an access prob-
lem in a State?

Mr. MiranpON. Generally, we are called upon by many of the
schools that we have represented since 1960 and which are tied to
us with contracts. When schools call to say, “We need specific
help,” we afford that help. This generally causes us to recognize
that there are access problems in certain States. I doubt that some
States will agree that they have problems. v

However, in all cases, we meet the school's request for help on a
supplemental basis. Again, we are not going to take gver all the
loans of that schocl. For example, the independent schools and col-
leges of Oregon have used the Collins Foundation to create squle-
mental loans for nonresidents and parents. Idaho is an example of
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another State that has used its relationship with us going back to
1963, I believe. The same authority that appointed the State agency
has asked us to step in and help out on a supplemental basis. Okla-
homa, Arkansas, Louisiana, New Mexico, North Carolina College
Foundation—I can go on with a long list, where we do suppiement
the need for loans which obviously exists in those areas. Fdo not
think they will deny that there are problems in certain States.

- I hope I have answered that question.

Senator STarrorp. I think you have.

Senator Randolph, do you have questions?

Senator RanporpH. Yes; in a moment, I will agsk a question or
two. I have been requested, Mr. Chairman, by Senator Pell, who
wishes inserted in the record a “Guaranty Agency Questionnaire,”
which has been prepared by the National Commission on Student
Financial Assistance. He further indicates thi$ addresses and as-
sesses the extent to which guaranty agencies, lenders, and State
secondary markets impose restrictions on GSL borrowing. ~ ’

I make that request on behalf of our colieague.

Senator StaFrorp. Certainly. Without objection, we will place
that in the record.

Senator RanooLpH. Thank you very much.

[The following was received for the record:)
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GUARANTY AGENCY QUESTIONNAIPE

Szeven Leifman
Semnior Pesedrch ASSoclate
July 1%, i%23

The Natienal Commission on Student Finanzial Assistance
conduczed & survey of guaranty ayency difeciors Io assess che extenc
to which guarancy adencles, lenders and sctaze secondaly mackets
impose reszrictions on GSL borrowing which co beyend federal
regulations.

The survey was conducted to learn the perspectives of guaranty
agency direciors on-the scope of this issue. Agency ditectors' were
asxked for zheir best estimation of the proportion of certain
sestrictions imposed by lenders. The ctesponses do poc reflect che
volume of loans in each statce.

FINDINGS

Cf the 56 questionaices sent co guaranty agencies, 53 were

Lenders (see Table 1)

tivenlne agencies repotced using commercial lendets. Tre
WD of:en-cxted tescrictions werer
The MOST common festriccion imposed LY commercial itnders
requizement of a previous cuscomer ctelationship.

3 laz ge majority (37) of agencies ceported having beiween 25
taraen: and 89 Percenc of chaic commercial lenders teguicing a
Dreviocus customer relationship before they would gake a loan.

5ix agencies reported haviny between 5 percenc and 25 Percenc
of theit commercial lenders imPosing this restricrion. while §
agencies .eporced that virtuall? no commercial lenders cequired a
Previous relacionship. One adency rePocrted thac nearly all
commerciral lenders cequire a Previous customer relatioaship.

o The second most commen cescriccien by commercial lenders was
their unwillin9ness 2o lend %0 ouc-of-state students actending
#chools in their stace.

Twenty-four aSencies reported havxng peiween I5 PEICENt and
89 percenst of their commercial lenders impesing this restric:tion.

Thirteen agencies reparted vircuwally no out-of-scacte student
cestriccions, while 8§ agencies repoctted zhat a small minority,
Setween 5 percent ané 24 percent., 0f :their commercial lenders
imposed th:s festricTion. Five agencies reporzed that virtually all
of their commercial lenders imposed this res:iriczion.

0 The third mosz commonly reporzed resiriciion oy commer<ial
lenders was 1mpPosed on students Planning o earoll 1n
less-than-two-year programs.

#hile 30 agencies reported that aimost no lenders imposed this
resztiction, 13 reported that becween 5 Pecrcent and 24 Percent of
cermmercial lenders resiricted borrowing, 10 reporied ihar 25 percent
to 74 pezcenc 0f commercial lenders restricied Ze:towing and 2
adenc1es reported that Detween 75 percenc ard 10Q percent of theic
commercial lenders LMposed this restricrtien., One afency teposted
zmat Lzaders will not lend io botfowers artendint trade and

techntcal scusols thaz offer a specific zype 9f train:nd.




Dir¢ckt Lendets {see Table 2)

Thirteen afencies reported uaing direct lenders. These
Agencies nored that the %ost common rtesriction 1mposed on Dorrowers
was the unwillingness of direcr lenders to lend to gut-of-state
students attending schools in their state,

Five agencies reported that vittwally all of their direct
lenders impose this restriction, ome agency reported that between
75 percent and 89 percent of their direct lenders imPose this
restriction, one agency repPorred thar between 25 Percent and
{9 percent of their direcr lenders, and 6 agencies reported that
virrually none of their direct lenders imposed rhis restriction.

Secondary Markeks

Qf the 24 agencies thakt reported opPerating a secondary marker,
7 reporred impesing certain restrictions. Of rhese, 2 reguire a
sinimum balance of 51,000 on loans they will purchase, 2 will not
purchase loans made to students from cut-of-srate institutions,; cne
will not purchase loans from berroewers from institutiens with
cerkain default rates, and one will nor purchase locans made ko
sur-of«state borrowers. One a9ency requires a $3,300 ninimum
Jyerage balance on Yean portfolios, and will not Purchase loans made
w0 borrowers who have nmoved out of the market area, failed to
respond to written inquirys. have deferments, and are 9raduate
Skudents., .

Guaranty Agencies

Of the 53 agencies that resPonded re she guesticonnaire, 17
reported that they impese restrictions on GS5Ls which ya beraend
federal fegulations. Seven agencies will nek loan ro borrowers from
correspondence schoels, three will ner loan to Pari-time students,
two will loan only to state residents though one of these stares has
an agreement with an gut-of-state lender ro provide loans to
sut-pf-gtate students, gne will nek loan ro borrewers under 21 years
of age, one will not locan te theclo9gical instizutions, one will not
lgan to students with lese than a "C" average, one¢ requires the
borrower te be from a certificate/degree awarding institution, and
one regqulres & cosigner, One 3gency restricts less than full-time
undergraduate and graduate students to one-half of the maXximum loan
amounr of eirher $2,5600 of $5,000 Per grade level, allows anly
srudencs who are enralled in specific Five-year Prsgrams ro recejve
a “fifeh year” loan, and requires thar after initial borrowing a
student must Progress tp a3 higher academic drade level before
receiving an addikicnal lean.

Lenders of fast Resort

In resPonse ro the questions ®"Do potential GSLP borrowegs in
your state have sufficient access to ‘Lenders of Last Resqrt’ Sc
that =he restrictions imposed by lender and/or secondary markets
rfepresent ng majer problem?”, 29 agencies answered "Yes,
definetely,® 20 agencies answered "Yes, basically no significant
oroblems in access in our state,” 2 agencies answered "No, access Lo
joans is restricted to some students,” and one agency answered "ho,
access bto loans is restricked Lo many types af studenks.”
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Table 1L

COMNKERCT AL LENDRRS ' RESTRICTIONS

Rl bn & Preoviows cuntomer folatlonohlp before making & loan.
Redulire 4 cualqne? hotore makling A& loan.

Hedulre & gipland doPoalt gp account bofots making a loan.
Limit a%4re9ate loan amCunta tu éndorqtaduatem

Limlt addteJdare Llnan amounts to Jraduate atudentwe.

bond only to graduats/Professlonal achool atudanta,

hestrict loand to botrowata Lo the ascond or & LALSYr Year
wl tholt academlc programs.

Neatrlet botrowing to "lovgar balance™ ($2,000 and ugl annual
Tonnes Or won't mnke "omall balance™ loana.

wit]l nol make lnens te atudonta Planning to anrnll jp loaa=
Than=fpursyear PEOPrAmY.

will nnl ma%xe loan3s to atudantn plannind g onfoll Lp loas-
than-i1wn-yenr programy.

Wwill nnt make loans to atuddnta vho Plan to anroll j, achoola
Al Al letd AL A B

4111 nal mako lnana to studente attandln? PraPrlatat? huslneaa.

tfada and technlcal achoola.

Wwill nar land to gut=of-6thte wtudanta 2ttondling mchools In
your state,

WEtll acy a3 "lendar of last resort™ for otudanta,
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B= 5 %=
n 244
5 &
21 14
7 8-
*7 k]
0 7
42 5
b1} 1L
b1 14
15 L
b1 la
a7 11
b1 18
13 ]
22 L5

23%= 30%= 73%= 90YW-
49% +74% BN LDO%

16 12 L} 1

L L L] 1

11




¥ - EB = O 19¥~LT

O

ERIC

Aruitoxt provided by Eic:

TAMLE

NLABCT LEHDERS®

2

AESTRICTIONS

Hoadulee 4 Proviand cystnmar ralgtlnnIhIP hetore making a 1gan.

RoTnlre 4 spaldner beints making a lgan,

Limit addra9ate loan Amppunts tO undetgtaduates.

Hequlte & mlnlous deposlt on acconnt hetate Makling a losn.

. Limit aggragats loen appunts to gtaduate atudante.

Land nnly to graduate/profavslonal school arudenta.

Reatrict loans to barrowere in the sacond Ot & fatet Yeat
#f theit academlc pragtams.

Hestrlct borrowkng to ~lacrder balnnce™ (32,000 and up} annual
Lleans 0f won't maks “sasll balanca™ leanwe,

HH11 nnt make lnans to students Plannlnd to antall In loss-
than-font-yaat Programs.

Wl1l not make loans to Atudants planning ta enrall In 14pe=
than=two-yeat progtams.

Wil
in

not make loans to students who Plan to entoll In gchaolw
another atate.

W11l not make Loans to Studante attandind Ptoptiatdry buslinase.
trndn and technical schoolw.

Wilh pot lend to out-af=stata students attandind achoaols In
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Senator Rannovrri. Mr. Hawk, it has been alleged that HEAF is
making or will ultimately make huge profits from its varied activi-
ties in several States, let us say., including West Virginia. Now,
what is your current percentage of GSL's—is it 10 percent, is it 15,
is it 20, is it 25—compared with the total loan volume under the
guaranteed loan program? And take your time in answering.

Mr. Hawk. Senator. during the first three quarters of this fiscal
year, the Higher Education Assistance Foundation guaranteed 8.6
percent of all loans guaranteed in the Nation. That includes the
guarantees jssued in the six States or five States plus the District
of Columbia. :

Senator RANDOLPH. Would you name the States again?

Mr. Hawxk. Yes; it is Kansas, Minnesota, Nebraska, West Virgin-
1a. Wyoming, and the District of Columbia. That-8.6 percent also
includes loans cutside of those States.

Senator STAFFORD. And was that 8.6 percent of the total loans
guaranteed; did | understand you correctly on that?

Mr. Hawk. Yes, sir. during the first three quarters of this fiscal
year. .

Senator Starrorp. Thank you. :

Mr. Hawxk. [ have forgotten how you phrased the question. Sena-
tor, but with respect to profit on the program, the Higher Educa-
tion Assistance Foundation is the only guarantee agency to have
returned to the Federal Government all of the reserve advances
which the Federal Government has made available to it, in the
amount of some $11 million. At the same time that the Higher
Education Assistance Foundation did that, it reduced the guaran-
tee fee which is charged to students. The Higher Education Assist-
ance Foundation has been both willing and able to accommodate a
loan portfolio which includes loans which very often are regarded
as not the most desirable loans, loans which are regarded as risky
and with a greater propensity than the average to default, loans
with relatively small balances. which are more costly to service
than others. The Higher Education Assistance Foundation has
never had any support from any State. The Higher Education As-
sistance Foundation has never Kad any reserve advances or other
kinds of assistance from institutions of higher education or from
business organizations.

One of the things which the Higher Education Assistance Foun-
dation. quite frankly, Senator., has sought to do is to demonstrate
that this kind of program could be operated efficiently and effec-
tively to cause the needs of students to be met with minimal subsi-
dies from the Federal Government and without support from other
areas. The foundation. being a nonprofit organization. does, of
course, accumulate some funds; it does not pay any dividends to
stockholders, and the foundation does attempt within the con-
straints which [*have just mentioned—delivering the best service
with the lowest possible cost—attempt to demonstrate financial
viability and financial strength. so that lending institutions like
Hawkeye and Citibank and the others will have some confidence in
the guarantee of the foundation. I think the foundation has done
this fairly well. The foundation has accumulated a fund balance of
some 325 million. It has accumulated reserves of some $35 million.
It has accumulated total assets of $60 million, which gives financial
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institutions confidence in the ability of the foundation to deliver
with respect to its commitment to pay default claims. I think, it is
important for you to understand that the foundation has done
these things at the same time that it turned back to the Federal
Government some $11 million on a voluntary basis, reduced the
guarantee fee. and generally sought to provide the service at the
lowest possible cost ‘o the student.

Senator RANDOLP'. I appreciate your statement. I said almost
_what you have said .n my opening statement. I did discuss for the
record in the State of West Virginia.

I repeat. Mr. Chairman, that the Higher Education Assistance
Foundation has approximately 15000 loans in effect in West Vir-
ginia colleges and universities—is that right?

Mr. Hawg. Yes, Senator.

Senator RANDOLPH. That is at the beginning of this current
school year?

Mr. Hawg. Yes, Senator.

hSer})ator RanpoLpH. How many colleges are involved—all of
them?

Mr. Hawg. All of them. I cannot recall the total number of insti-
tutions in the State, but it is all of them.

Senator RANDOLPH. Yes. Are the three universities involved—
West Virginia University, Marshall University, and the University
of Charleston?

Mr. Hawk. Yes. indeed.

Senator RanpoLPH. And the indegendent private institutions and
colleges in the State; is that correct? _

Mr. Hawg. Every public and private, institution in the State,
cither collegiate institution or vocational-type institution which is
eligible under the Federal law is involved in the participation of
that program and is served by the program.

Senator RanpoLpH. Mr. Chairman. I am going to place certain
information in the record at the appropriate time—I want to bring
the record up-to-date. I have made a call to the proper officials at
Salem College. Salem College is the institution from which I was
graduated, and an instiiution on which I served for more than 50
years as a trustee, and continue now as a trustee emeritus, L0 serve
that college in central West Virginia. -

I will be forgiven, but perhaps not forgiven, for a personal com-
ment. I attended a recent Salem College board meeting, and while
walking through the main street of Salem. the town in which I was
born, why. a gentleman older than I am called to me and said he
would like to chat a minute, I said, “Yes, indeed. 1 will come over
and see you.”" He said, “No. I can still walk across the street.”

So he came over and he said, I know you were a2 trustee of
Salem College for over 50 years. And I now see you are listed as
trustee emeritus. What is the meaning of the word ‘emeritus?”’

I said, "It simply means I am still hanging around.”

So. whether you talk about “emeritus’ or "‘emeritus.” why, that
is exactly what I am doing in connection with the subject matter of
aiding West Virginia's students in receiving loans through which
to pursue their education. I am still hanging around.

Mr. Chairman. I will place in the record a little later, hopefully,
within a few minutes. after a phone call is returned from Salem
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College. Qur student body there, about 92 percent of them, would
"not be in college except for loans, Mr. Hawk. Is that case repeated
throughout the country in any institution?

Mr. Hawk. Mr. Chairman and Senator Randolph, there are a
number of institutions in the country which fit the general catego-
ry of a Salem-type institution, whith are highly dependent on the
availability of student financial aid in order for the students to
have the benefit of the resources of that institution. Salem College
is a good example of an institution which has been dependent upon
those types of resources, as well as dependent upon the leadership
of people like you, Senator, to provide continuing support for the
institution. '

The fact of the matter is, there are a great many institutions in
this country, similar to Salem College, which are almost fully de-
pendent upen the availability of student financial aid in order to
meet the needs of their students. :

Senator RanpoLpH. The colleges would have closed their doors,
isn't that correct. by the hundreds, even, perhaps, thousands,
throuoghout the Nation, without the guaranteed student loan pro-
gram?

Mr. Hawxk. Mr. Chairman and Senator Randolph, the guaranteed
student loan program is the most comprehensive of all the student
loan programs available in the Nation today. As a result of this
comprehensiveness, and as a result of its unique capacity to meet
needs of students at all income levels, it has been a program which
is critical, tn my judgment, to the survival and effectiveness of . ..
many institutions in the Nation. | think Salem College is just an
example of the pressing negd for institutions to have resources on
which they can draw in order to provide financial access for the
students attending those institutions.

Senator RanpoLpH. I have another question that I had thought
to ask you, but I will simply sybmit it for the record to save time,

Mr. Chairman, so that the other witnesses can be heard.

Senator StarrorD. Without objection, it is go ordered.

Senator RanpoLpH. I thank you so much.

[The following was received for the record:] .

[Salem College information: The Senator’s recollection that 92 percent of Salem's
student body received Yoan assistance was correct.]

uestions intended to be submitted by Senator Randolph for written responses
wcre subsequently asked by other members, and answered on the record by the wit- v
nessey.
Senator Starrorp. The Chair now is prepared to recognize Sena-
tor Grassley, and I understand he has to leave shortly. The Chair
also wants to welcome my long-time partner in this subcommittee, ‘
Senator Pell, and he also has to leave shortly, so I hope that the
two Senators will be brief.
Senator GrassLEY. Yes, thank you, Mr. Chairman. ’
Mr. Biklen, the chairman asked you a question similar to this,
but I wanted to be a little more specific. Do you feel that you would
be able to maintain current loan services if your bank were forced
to deal directly with a number of State guarantee agencies, rather
than one private guarantor? ' .
" Mr. BikLEN. Well, right now, we deal with. I would say, probably
10 guarantors. If we were to deal with 50 guarantors, that would be

J<
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difficult, because they have all got differing requirements. But as |
said, we solicited 25 to 30 of the guarantors where we thought
there was need—this goes back 3 or 4 years ago—and some of them
said yes, and since, we are operating under those programs.

But if we had to operate under 50 programs to satisfy all the
need in the country, that would be a burden to us.

Senator GrassLey. It would be a burden. Would it change your
policy? Would you be serving fewer students?

Mr. BikLEN. If it was stated that we could not make a loan, prob-
ably, yes, because we just could not—unless the procedures were
standardized such that it did not make any difference. But if they
continued to have differences, yes. If they were standardized, possi-
bly, we could do all of them.

Senator GrassLEY. Thank you.

Mr. Haw!., in your testimony, you say that your organization
guarantees only 8.6 percent of the total volume of loans guaranteed
under the guaranteed student loan program. What percentage of
those lgans come from States where you are the designated State
agency’

Mr. Hawk. Mr. Chairman and Senator Grassley, I should have
antu:lpated that question, and I should have done a precise calcula-
tion to determme that, but it would be in the neighborhood of—my
best guess is that it is in the neighborhood of 80 percent,

Senator GrassLev. OK, If you find the actual figure is different,
you can change your testimony to us by way of writing.

Mr. Hawk. | will indeed, Senator.

Senator GrassLEY. Thank you.

Mr. Bullard, again, I think the chairman touched a little on the
questions I want to ask you, but I want to get just a little different
point of view. Had your holding company been unable to seek a pri-
vate guarantor for your student loans, would you have chosen to
terminate your participation in the program?

Mr. BuLLarp. That was very deﬁnitely in our consideration at
that point, Senator.

Senator GrassLEY. OK. It is my understandmg that the loan cri-
teria that students must meet under the lowa Jollege' Aid Commis-
sion are not restrictive, relatively speaking. However, do you feel
that there are student populations such as vocational students that
are not being served by the State guarantee agencies?

Mr. BurLarp. | think to the extent that lenders are willing to
work with those technical and vocational schools, the State guaran-
tee agency, perhaps, does serve. However, I think our relationship
with HEAF has been able to eahance accessibility for those types
of students in our State.

Senator GrassLEY. From a general point of view, are you able to
serve a broader clientele under your contract with the Higher Edu-
cation Assistance Foundation than you were able to solely under
the lowa College Aid Commission?

Mr. BuLLarD. Yes, very deﬁmtel As a case in point, many of
our banks are located on the periphery of Iowa. There are schools
across borders. HEAF enables our banks located in—let us take an
example—Council Bluffs, lowa, to provide a loan gervice for Ne-
braska students attending Creighton University or the University
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of Nebraska-Omusha, which are right across the river. You cannot
do that under the lowa program.

Senator GRASSLEY. Thank yow, Mr. Chairman. That is all I have.

Senator STAFFORD. Thank you very much, Senator Grassley.

Senator Pell?

Senator PELL. Thank y>, Mr. Chairman. I just wanted to
present my apologies for not being here the whole morning. We are
having the freeze resolutiop in the Foreign Relations Committee at
this time. And I would also thank Senator Randolph for having in-
serted in the record on my behalf the statement put out by the Na-
tional Commission on Student Financial Assistance, and emphasize
my own hope that this hearing will illuminate further the whole
question about access to institutions of higher learning. My own
view is that the direction that we should always seek to go is to
provide the widest possible access, no matter what that means is
and how we can doit,

I thank you very much for allowing me to jump in this way.

Senator Starrorp. Well, thank you very much, Senator Pell.

At this point- I would like to again express my personal and the
committee's thanks to all of you for being here, and for the con-
?tructive suggestions you have made to0 us as we address this prob-
em. .

Thank you veryl' much, gentlemen.

The next panel, papel 2, will consist of Mr. William A. Paasch,

who is presidént of Utah Educational Loan Services; Mr. Richard
Innocenzi, director 6i' the New Jersey Higher Education Assistance
Authority; Mr. Carl Donovan, president, Washington Student Loan

Guaranty Association; Mr. Jay Evans, Pennsylvania Higher Educa-
tion Assistance Authority, and Mr. Ron Iverson, director, Vermont
Student Assistar.ce Corporation. :

My apologies, gentleinen, to any of you whose names | mispro-
nounced. It will be the Chair’s intent to take you in the order in
which you have been announced, and you heard me explain our
stop-and-go system here, so I will not bother to do that again. But I
will again apologize for the lack of time to do things properly in
testimony, knowing all the workryou have gone through to be here
and prepare. We will place all of your statements in the record in
full, as if read.

Having said that, Mr. Paasch, if I get your name correctly, you
are No. 1.

STATEMENT OF WILLIAM A. PAASCH, PRESIDENT, UTAH EDUCA-
TIONAL LOAN SERVICES, INC., SALT LAKE CITY, UTAH: RICH.
ARD J. INNOCENZI, DIRECTOR, NEW JERSEY HIGHER EDUCA-.
TION ASSISTANCE AUTHORITY: CARL DONOVAN, PRESIDENT,
WASHINGTON STUDENT LOAN GUARANTY ASSOCIATION: JAY
EVANS. DEPUTY FOR LOANS AND FEDERAL AFFAIRS, PENN-
SYLVANIA HIGHER EDUCATION ASSISTANCE AUTHORITY; AND
RON IVERSON. DIRECTOR. VERMONT STUDENT ASSISTANCE
CORP. :

Mr. PaagcH. Thank l3110u, Mr. Chairman. . )
I am William Paasch, president of Loan Servicing Corporation of
Utah, a private nonprofit company responsible for managing both *
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the guarantee agency and secondary market activities for the guar-
anteed student loan program in Utah,

1, like many of my colleagues, am concerned by recent activities
leading to the formation of the law school assured access program,
a joint effort by Higher Education Assistance Foundation, the Stu-
dent Loan Marketing Association, and First American Bank of
Washington, D.C. According to the information distributed by the
Law School Admission Council to the law schools in Utah and na-
tionwide, the purpose of the new program is to provide GSL and
PLUS loans to law students because of the unevenness and uncer-
tainty of the availability of guaranteed student loans and the even
more unpredictable access to auxiliary loans to students.

In spite of these publicly announced purposes leading to the for-
mation of the program, I believe that LSAAP is nothing more than
an effort to remove lucrative, high-balance, low-risk law loans [rom
the portfolio of the State-administered guaranteed student loan
R&'ogram. To my knowledge, no inquiry was made by HEAF, Sallie

ae, or First American Bank as to whether loan access was a prob-
lem for law school students in Utah. It is not. Neither HEAF,
Sallie ‘Mae. or First American Bank, to my knowledge, made any
effort to éontact the guarantee agency or otherwise announce its
intention to offer the program within the State of Utah.

Our first awareness of the program came as a result of a ques-
tion concerning application procedures from the financial aid office
at one of the schools contacted to participate in LSAAP. That kind
of introduction to the program was totally inadequate, and shows
HEAF's and Sallie Mae's blatant disregard for common courtesy
and the absence of any respect for the efforts of our organization to
provide access to loans for Utah students.

1 object to the formation of LSAAP and the unannounced intro-
duction of the program to the State of Utah for the following rea-
sons.

First, I do not believe competition among guarantors is a healthy
or desirable situation. The purpose of financial aid program is to

rovide access to higher education, not profits to Sallie Mae,

EAF, or the First American Bank of Washington.

Second, multiple guarantors within a State or new nationwide
program simply serve to confuse the students without providing
any real benefit. Since the LSAAP program has been operating in
Utah, we have been informed by financial aid offices of confusion’
among law school students. Several students who have already ap-
plied and received their student loans under the Utah program for
this school year Fave appeared at the financial aid office, request-
inf additional loans through LSAAP. These students are under the
false assumption that separate loans may be obtained under
LSAAP to supplement the guaranteed student loan.

Worse, imagine the administrative boondoggle in the event a
school inadvertently processed a Utah GSL and an LSAAP GSL to
the same student for the same loan period. Since the student is eli-
gible for only one, not both, of the loans, one of the lenders, either
First American or the local Utah lender, is holding a potentially
nonguaranteed loan, which is ineligible for Federal interest bene-
fits or special allowance. Imagine if I have to tell a Utah lender
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that it does not have our guarantee on a loan made in good faith,
because someone else already miade the student a loan.

Third, the last thing students, schools, lenders and administra-
tors need is another new program. The student already is faced
with at least five separate Fedéral financial aid programs and a
multiple of State and institutiorjal scholarship, loan or grant pro-
grams.

Fourth, contrary to the material distributed by LSAAP, access to
loans in the State of Utah is not uneven. uncertain or unpredict-
able. The only instance I um aware of concerning students who
wanted to borrow, but were not able to, is in the case of approxi-
mately 12 law students, who because of high family incomes, did
not qualifly for a guaranteed student loan and desired to borrow as
graduate students under the PLUS program.

Prior to the -time LSAAP became operational, successful efforts
were being made to provide access to these students through one of
the largest lenders in the State of Utah. Even if that lender had

determined not to make PLUS loans to graduate students, we have

been comparing a State last-resort program to help those few—and
I emphasize, very few—students.

The very purpose of decentralizing the student loan program was
to provide a more localized and hence, accessible administration of
the program. I do not believe that out-of-State agencies which en-
courage mail order Ican can provide the same responsiveness and
degree of understanding that we are able to help students obtain.
State guarantee agencies have demonstrated great success in pro-
viding student borrowers bettci service and understanding of their
loan obligation. My stafl regularly participates in student and
parent seminars at colleges, universities and high schools to help
these families understand the availability and obligations of stu-
dent loans. I do not believe that a guarantor headquartered in
Kansas and a servicer and a lender located in Washington, D.C,,
can provide the same sort of responsive contact as we can with a
local guarantee aFency in establishing procedures, checks and bal-
ances, and controls in disseminating information. I encourage legis-
lation to prohibit more than one guarantor from guaranteeing
loans in a State without documentation of any perceived access
problem. If, in the Governor's determination, an access problem
does exjst within the state, then programs like LSAAP should be
permitted to ¢perate.

In summary, 1 do not believe that the LSAAP program is de-
signed primarily for access. I believe it is designed primarily for
profit. Il access to higher education were the motive of this pre-
gram, why does the program set a $1,000 minimum and limit the
eligibility for the program to full-time students? The answer is ob-
vious: Loans in these categories are less profitable.

agree with the comments made by the honorable Senator Staf-
ford during the August 2 floor debate on the student loan consoli-
dation bill when he said:

The recent proliferation of these arrangements without close scrutiny by Congress
or by the Secretary of Education as to whether such arrangements actually improve
student access to loan capital is troublesome and does merit our prompt attention. [

encourage such prompt attention to restrict programs which do not necessarily im-
prove access and benefit other companies.

90
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Thank you.

Senator Srarrorp. Thank you very much, Mr. Paasch.

Mr. Innocenzi, you are next.

Mr. INNoCENZI. My name is Richard J. Innocenzi, and [ am the
director of student loans, New Jersey Department of Higher Educa-
tion.

I am pleased. and consider it a privilege, to appear before this
distinguished committee to comment on multistate guarantors. In
order to understand the setting from which our experience has
been drawn, let me help you to visualize the guaranteed student
loan program for which I have administracive responsibility.

New Jersey is one of the largest volume States in the guaranteed
student loan program, and one of the oldest programs, originating
5 years before enactment of the Higher Education Act of 196b.
During the past 23 years, more than 1 million loans have been
guaranteed to New Jersey students amounting to $2 billion.

Our success is attributed to many factors, but perhaps the most
important one is due in large part to the cooperative efforts of
more than 300 lending institutions within our State which have ag-
gressively promoted this program, resulting in accessibility for all
who quality.

Accessibility is not now and has not been a problem in New
Jersey since the midseventies. A lender of last resort program was
established—in 1975 to address accessibility, with the result that
only $1.4 million has been made in direct loans from 1975 to the
gresent.‘ During the past 4 years, only 83 loans amounting to

178,000 were made through the lender of last resort program. This
averages to less than 21 loans per years. This is further testimony
to the dedicated spirit of New Jersey lenders in serving the financ-
ing needs of students in pursuit of a postsecondary education.

In recent years, the GSLP has become an attractive portfolio for
commercial lenders, but I am convinced that the motive of profit-
ability alone is not the sole reason for the success of this program.
Rather, 1 suspect lenders are pleased to deal with one guarantor
whose continuous objectives have been focused on keeping the pro-
gram as free [rom administrative obstacles as possible, and at the
same time maintain one of the lowest cost loan programs in the
Nation to student borrowers. The program is easily understood by
students and parents alike.

In recent months, our program has been threatened by a guaran-
tor located outside New Jersey which simultaneously perceives an
accessibility problem, that does not exist, and an entrepreneurial
opportunity, which does exist, to generate a handsome profit at the
cost of student borrowers. I welcome healthy competition, for it has
always been the cornerstone on which free enterprise is built. Not
only does competition serve as motivation for a better product, but
it ultimately leads- to economic savings for the consumer who
makes the final choice. The intrusion of a guarantor from ancther
State did neither of the above. In fact, had steps not been taken to
counter this marketing scheme, confusion among student borrow-
ers in New Jersey would have been rampant. The variety of stu-
dent loans is already confusing to the lay public, that is, NDSL.
GSL, ALAS, PLUS, HEAL. FISL, but after many years, students
and their families have come to associate GSL and PLUS loans as

o7
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State programs while all others are identified as federally or
school-administered programs.

Thé public will be confused when, or if, multiguarantors are ol-
fering the same type of loan, GSL, through different lenders on dil-
ferent application forms, at different processing fees, and with dif-
ferent procedures. To confuse matters more, a borrower may not
exceed annual or cumulative maximums. However, neither the
guarantors nor the Federal Government will have any way of
knowing when this limit is reached or surpassed until after the
fact. Even with the present one guarantor per State, this occasion-
ally occurs with innocent borrowers who borrow rom their State of
residence and the State in which their school is located. Allowing
multiple guarantors to function within one State will only exacer-
bate this condition.

I am not totally adverse to multiguarantors in one State. There
have even been pccasions when prospective lenders who have ex-
pressed an interest to participate in our State program have been
advised to participate with a guarantor operating in several States.
To be specific, credit unions of national corporations which wish to
accommodate the student loan needs of sons and daughters of em-
gloyees would have to become accustomed to as many programs as

tates in which their employees are located. The advantages of
dealing with one guarantor should be obvious in that one applica-
tion, one fee schedule, one procedure, is best in order to render con-
sistent service to all employees’ children seeking these loans. Over
the last two decades, the New Jersey Authority has referred inquir-
ing credit unions to United Student Aid Funds, and has been satis-
fied with this ¢ rangement and the service its students receive. Al-
though this pattern represents a minuscule amount of students—
averaging 100 annually—compared with the 120,000 students serv-
iced annually by the agency, it nevertheless denotes a limited need
for multiple guarantors within one State.

Another valid reason for allowing multiguarantors to exist in
one State is the loan accessibility issue. The welfare of the student
must transcend the economic and/or political climate of any State.
I think this can best be done through the adoption of ethical prac-
tices emanating from a national association instead of by mandate
from the Congress.

The National Council of Higher Education Loan Programs has
already accepted the task of formulating standards and conditions
under which multiguarantors wil] be able to coexist in the same ge-
ographic location. Another area NCHELP is currently exploring is
the issue of interstate banking and the expansion of present non-
banking institutions into the student loan program. The ramifica-
tions of these future movements will greatly impact the GSLP, Any
attempt to legislate multiguarantors at this time appears to be pre-
mature and unnecessary.

In its honorable attempt to address the accessibility problem,
which does exist in some States, the Congress will create a problem
which does not exist in many States and will be one of confusion
among constituents requiring this means of financing and the
agencies charged with the administration of these programs. Not
by design but by coincidence, I fear any attempt to legislate multi-
guarantors to remedy inaccessibility would result in a return of the
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federally insured student loan program, FISL, which allowed the
Federal Government to serve as guarantor in the same States
which had State puarantors. The scars of that dismal failure still
linger years alter the Congress in its wisdom brought about the
demise of that unworkable centralized program in exchange for a
strong, proven, decentralized State agency operation. Surely there
are better ways of addressing the inaccessibility problem than per-
mitting profit-driven guarantors to work the territory.

In closing. 1 ask this committece to defer the issue of multiguaran-
tors until it can be determined whether or not this can be self-po-
liced by a national group of guarantors-——the NCHELP.

In keeping with the adage that ‘“That which is governed least is
governed best,” 1 see no need for legislative action at this time.

Senator Srarronrn. Thank you very much.

|Additienal response of Mr, Innocenzi follows:)
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4 QUAKERDRIDGE PLAZA
€N 340
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September 21, 1983

The Honorable Robert Staftord
U.5. Senate

Room 50 428

Washington. DC 20510

Attentien: Mr. David Morse
Dear Senator Btafford:

Upon my return to the office this morning, following yeste -
day's hearings before the Senate Subcommittee on multi guarantors,
I was informed by a reliable source that my testimony led staff
rombers 0 believe that New Jersey endorsed multi guarantors within
aur state. I was relieved to learn during our telePhone conver-
sation that thit was not the perception you or your colleagues
derived from 1y comments. {uite to the contrary, New Jersey
strondly suppo-ts the one guarantor per state conCept buk as my
testimony states., I realize there may be justified circumstances
whereby a dual guvarantor in one state is warranted.

It was my recommendavion to defer federal legislation in the
hope that our nitional oOrdanization (National Council of Higher
Education Loan Programs) would be able to self regulate- its members
by a code of standards and ethical practices, thercby negating the
need for additional fedcral legislation. In view of conditions
which might not permit this to ogeur in the near future, I would
like to modify my recommendation and would appreciate it if this
letter could be added to my testimony to have the record show that
New Jersey favors legislation which would permit multi guarantors
to coexist only jin states where specific categories of student bor-
owers would benefit from such an arrangement {those categories are
contained in my testimony). Toward that end, I support legislative
language whic¢h would allow second or subsequent guarantors to oper-
ate in a state only after approval by the existing state guaranty
agencys Or its apPpointing authority, with such approval based on a
mutually agreeable proposal and documentation of the peed to be met.

I appreciated the opportunity to testify and hope my comments
provided some insight for the Committce on this <¢ritical topic.

Sincerely. ,

Lt N -
Cm"‘“—x,_ k, “";J-'ﬂ-f‘ & }"(}t
‘Richara J‘T&nnobenzi; Direetor
New Jersey Higher Education
Assistance Authority
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Senator Starrorn. Now, we will go to Mr. Carl Donovan, presi-
dent, Washington Student Loan Guaranty Association.

Mr. DonovaNn. Thank you, Mr. Chairman. :

I am president of a nonprofit organization in the State of Wash-
ington, designated by the State to serve gtudents in the State. We
were created in 1978 and guaranteed our first loan in 1979, We
turned arcund what I felt was a very severe access program in
Washington State—literally no freshmen or proprietary students
could get loans. Thirty percent of our loans now are made to fresh-
men, and 12 percent to proprietaries. It is interesting to note that
the proprietary figure is at least twice as high as what the enroll-
ment figures would lead one to believe it would be.

I would like to share with the committee a few of my thoughts as
a member on a recent interstate study of the issue before you. In
an attempt to clarify the roles of guarantors, the National Council
on Higher Education Loan Programs, NCHELP, formed a commit-
tee about a year ago to study the coordination of interstate activi-
ties. The discuBsion involved several concerns, among which were
the degree of State involvement in interstate activity, the degree of
responsiveness afforded lender school students, and the degree of
security to lenders and others in supporting the guarantee of a
guarantor and also providing the kind of services needed to ade-
quately monitor the program,

We looked at several options. One was to restrict activities en-
tirely to a single guarantor in a State. This offered maximum secu-
rity to lenders in that it did protect the guarantor’s market; it as-
sured continued guarantee activity and solvency of the guarantor
involved. It gave to the State the ability to decide who it would
have as a guarantor, byt it closed off the opportunity for a Stute to
designate more than one guarantor, if it felt that more than one
was needed thus restricting the State in exercising its responsibili-
ty in actually monitoring the program.

The second option we%ooked at was permitting any guarantor to
serve in any State. This offered, of course, the maximum degree of
competition, potentially supported high access, and provided an in-
centive for a high degree of responsiveness. However, it encouraged
participants to lean on the guarantors to streamline the process of
guaranteeing loans. The committee felt that this streamlining, al-
though necessary to a degree, can be easily carried to extremes as
Bill Paasch has mentioned. |

This comgetition mode! would potentially ercde a guarantor’s
volume, and jeopardize the outstanding commitments to lenders
that the guarantor has on its current loan volume.

It wouﬁ:ls usurp the role of oversight on the part of the State by
permitting any guarantor to come into the State, regardless of
what the gtate felt it needed.

The third option that the committee looked at was vesting re-
sponsibility for loan delivery with the individual States. It would
give the States primary responsibility for deciding which guarantor
should serve its students, including sanctioning more than one
guarantor. This option was endorsed by the committee. It felt a
sole guarantor should not have sole jurisdictional rights in Federal
law, neither did it feel that open competition, unconstrained, was
desirable. The view was expressed.- in a written set of principles
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that was endorsed by the NCHELP membership last sgring-—l be-
lieve that has been shared with your staff, but I would be happy to
do so if it has not.

I strongly urge your serious consideration of the principles con-
tained in, and actually passed by, this committee. In my opinion,
the principles reiterate the intent of Congress in its 1976 amend-
ments to decentralize the program into the States. In my view, the
role of the State has been overlooked in the debates on this issue
over the last summer. In my opinion, the State has responsibility
for providing education and coordinating Federal with non-Federal
forms of student assistance. It is a higher autherity than the guar-
antor and has a perspective that tends to go beyond any single
guarantor. It has a strong interest in access, and it # acutely
aware of lender concerns for a solvent, stable guarantee agency. |
might add that whether or not the State exercises the authority to
appoint another guarantor to supplement the activities of the first
guarantor. the fact that it has that opportunity to designate an-
other guarantor in itself will provide the advantages of competi-
tion.

In response to those—and there are many—who complain that
the States are not on top of their GSL programs and do not know
what is going on in the GSL programs. [ can assure you that this is
not the case in the State of Washington. In my experience, lenders,
schools. and students dare in continuous contact with State officials.
If a problem exists, they are very quick in apprising the State of
the problem. They play an active role in assisting the State in over-
seeing the guarantee agency activity.

This cleses my presentation. Mr. Chairman. I would be happy to
answer any questions.

Senator STAFFORD. Thank you very much.

Next. we will hear from Mr. Evans.

Mr. Evans. Mr. Chairman, I thank you and the comnuttee for
the opportunity to appear before you teday on the matter of access
to student loans. _

| am Jay Evans, deputy for loans and Federal affairs with the
Pennsylvania Higher Education Assistance Agency.

In 1966. PHEAA signed an agreement with the U.8. Department
of Education to uct as the State agency in Pennsylvania responsible
for the admimistration of the guaranteed student loan program.
PHEAA's lean program provides equal access for gll eligible stu-
dents in all categories. as provided by the Higher Education Act.
We have our own as.surerr-access program in Pennsylvania. We
have last-resort or second-resort lenders.

PHEAA does. however. join those whe voice concern that all eli-
gible borrowers must be given reasonable access to the GSL and
PLUS/ALAS programs. It is recognized that some designated guar-
antors in other States do not provide luil-access lvan programs. In
those cases. establishment of multiple guarantors in such States
may be appropriate. However, the ways in which additional guar-
antors may be approved needs thoughtful consideration.

Perhaps the first point to consider is the law. expressed in
122an1r of the Higher Education Act. It is our reading of the law
that its intent was for the Secretary to provide each State with the
opportunity to decide if it is willing and able to establish a pro-
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gram to perform the guarantee function and provide students in
cach eligible institution aecess to @ student loan insurance program
which mects the requirements of the act. I the Secretary deter-
mines that there is po likelihood that the State will have such a
student loan insurance program, then the Secretary may moke ad-
vances to nonprofit private institutions to perform this function in
the State. In our opinion. this means that u State should be given
the first opportunity to decide whether it is willing and/or able to
provide u loan insurance program to students attending the institu-
tions within its boundaries. 1 the Governor suys a State canno! or
will not provide these services, then it would be appropriate lor the
Secretary to consider assigning the insurance function to one or
more other or additional institutions to provide only those services
not provided by the State.

There are additional (uctors to consider in establishing multiple
guarantors in a State. A very important area is the potential in--
crease in defaults. PHEAA has put lorth much effort to effect State
legislation that enhances our collection efforts on default. PHEAA
may garnish wages in order to collect defaulted loans. PHEAA can
initiate payroll deductions against defaulters in Pennsylvania.
Over the lust 18 months, we spent 31 million for prothonotary and
sheriff fees to pursue defaulters through complaints and judg-
ments. In July 1983, a streamlined Statement of Ciaims, process
was implemented as a result. of State legislation and will undoubt-
edly ease PHEAA's expense in this area. It does not seem likely
that the Pennsylvania Legislature would have been so responsive
to the legislative and administrative needs of a guarantor who was
not a Pennsylvania governmental agency.

Another guarantor would not have in Pennsylvania the same col-
lection advantages that PHEAA gained through its direct connec-
tions with the general assembly.

I have here an August 9 reprint of the front page ol a newspaper
in Harrisburg. where this story was carried, not only in Harrisburg
newspapers, but all over the State. Headlines, (ront page: “"PHEAA
Action Believed to be the Nation's First; 2,323 Student Loan De-
faulters will be Hit with Garnishment.” The article specifically
States that the 1982 General Assembly in Pennsylvania enacted
this legislaion on PHEAA's hehalf.

I think this is where we are coming from with regard to State
administration of the guarantee function and the cooperation a
State guarantor can get with the general assembly.

Senator RanpoLrH. Could I ask a question?

Senator Starrorp. Certainly, Senator.

Senator RaNDOLPH. Just on the subject matter, and the very dra-
matic way in which you have brought it to cur attention, what is
your feeling about employees in the Commonwealth of Pennsylva.
nia working in State government positions who have not repaid
their loans?

Mr. Evans. Senator, we had in the past legislation that permit-
ted the firing of State employees who defaulted, and we have legis-
lation on the books now which does pertmit us to in effect garnishee
wages of these people. We have an arrangement with the State to
deduct 10 percent from these employees wages toward repayment
of the default. There was from 1978 unti! 1982 a law in the State
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which said that one cannot maintain State employment if in de-
fault on a student loan. However. we have pushed strongly and suc-
ceeded in replacing that for the 10-percent legislation with payroll

_deduction in this area.

Senator RanpovLpH. | commend you.

Thank you, Mr. Chairman.

Mr. Evans. Let me close by stating PHEAA's position—and I
would like to make this very clear. PHEAA's position is not to pro-
hibit a guarantor of loans in a designated State from guaranteeing
loans in other States if the other States have no designated guaran-
tors or if the designated State guarantor does not offer a full access
program. However, the designated State guarantor should be fore-
warned of the intent of the Department of Education to permit
multiple guarantors in a State, and should be provided with the op-
portunity to expand its program to a full-access program before
multiple guarantors are approved, or to gain a full understanding
of the other guarantors’ program to aid in dispelling confusion
among program parlicipants.

PHEAA is seeking support for legislation that will accomplish
that goal

Thank you. .

Senator Starrorp. Thank you very much, Mr. Evans,

Now. with some parochial pride, which my friend, Senator Ran-
dolph understands, we will listen to Mr. Ron Iverson of Vermont.

Mr. Iverson. Thank you, Senator Stafford. It is certainly a pleas-
ure to be here, seeing you once again and testifying before this dis-
tinguished committee. I do not have a prepared text.

I would like to begin my testimony by quoting a particular Sena-
tor, whose q.ote I think you will recognize: It comes from the
August 2, 1983, Congressional Record, and it is a one-sentence
quote. “I do not believe that outside guarantors should make a uni-
laterally determination that services and access provided by a
State agency have been inadequate, and then enter into business in
that state without some determination by the Secretary of Educa-
tion. and the Governor that access has been, in fact, inadequate.”

Senator. that is your quote, and I would like to direct my testi-
mony to why I support that particular statement.

Vermont provides complete programs of financial aid through its
State agency. We have full services statewide to Vermont residents
and to anyone else wishing to study in Vermont. We have full
access to guaranteed student loans, to PLUS loans, and ALAS
loans. In fact, we offer our law schools better access than HEAF
and LSAAP. We will guarantee a loan to a part-time law student,
and we will guarantee a loan jess than $1,000 to those students,
which is not the case for the HEAF/LSAAP program.

In other areas, we offer debt management counseling. We have
an extensive pre-claims stall that interfaces between our lender
and our student to prevent defaults. We provide numerous Lro-
chures, folders, et cetera for student better understanding of lhe
then debt and for storage of important papers, plus issuing one of
the most comprehensive guides to vocational programs and schools
in the country where our students may take not only loans but also
our State grants, '
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We have WATS lines. We have had more than 1,000 calls in 1
day. We provide seminars for high school guidance counselors,
social welfare counselors, vocational rehabilitation counselors, Viet-
nam veteran counselors, and particularly, at every high school, we
provide a seminar in the evening for parents and students, where
we go through the financial aid process, explaining not only what a
guaranteed loan is, but what a Pell grant and other financial is,
how they applif, and what their eligibility is apt to be. ,

One particular area that I think is important is our program in-
tegration. I will give you one example. When a student loan guar-
antee comes into our office, we automatically run that guarantee
through our data system, and when we spot a student whose family
income is low an example may be $12,000 with no Pell grant, no
State grant, and a $2,500 loan request, an immediate contact is
made with that family by one of our outreach counselors to start
the process that will enable them to qualily for their rightful Pell

ant, their State grant, and in all likelihood, reduce the amount of
oan they were initially willing to take to finance their education.

You may ask, “Why do you do these things?' We do these things
because we are responsible to the public. We are a public corpora-
tion, created by the legislation.

The second point I would turn to now is what effect will multiple
guarantors have in Vermont? I am going to relate only Vermont,
since I think my colleagues certainly have covered what is happen-
ing in their States.

First and probably foremost, 1 have to ask the question: Will
there be public accountability? We are accountable to the State leg-
islature, to the Governor and to the ple of Vermont. Qur meet-
ings are open to the public. Qur booﬁoare opzn and our minutes
are apen, by law, and we are audited by Staie auditors. The HEAF,
LSAAP program in Vermont is only accountable to a private board
and does not come under any public scrutiny in our State.

What better services would be provided to the public through
multiple guarantors in Vermont? We would add more confusion;
mail order loans are only one example. We have had experience
with the FISL program in our State and found it totaly unsatifac-
tory. You woulrf see a decline in our ability to counsel students and
more difficult repayment for students would occur as they went to
multiple lenders. Certainly, we would see higher defaults. As I
mentioned, students would have higher monthly aggregate pay-
ments due to multiple lenders.

Local lender contact would disappear. I think it is important for
the Congress to realize that in the State of Vermont there is 100
percent lender participation in the guaranteed student loan pro-
gram, with a trained student loan officer in every bank and
branch. There are 125 banks and credit union employees who, on a
daily basis, assist us in the administration of the GSL program,
and they do it at no expenses to the Federal payroll. When we no
longer issue the guarantee, these people wiil no longer be adminis-
tratively supporting the program. This was very clear when they
asked us in 1971 to either reinstate our guarantee process, or they
would discontinue participation in the direct Federal insured loan
program.
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We report all our loan guarantees to a credit union to insure
that students, when they graduate from college, do not overburden
themselves with additional debt. | am not sure that will happen
with another guarantor.

I would have to raise this question: If we perform a lender
review on one of our banks and find that they are not performing
with due diligence in the collection area, would they be able to go
to another guarantee agency and say, "l wish to guarantee my GLS
loans with you, because you will not question whether or not I
have adequate due diligence and repayment efforts”?

I am sure HEAF and a Citibank may benefit from their econ-
omies of scale, but erosion of all our smaller size lender participa-
éion will occur, which will be a disservice to the people of our

tate. °

I will close by saying that overall, we must ask the question:
Does uncontrolled proliferation of multiple guarantors serve the
public? I do not believe so, and I think when the committee investi-
gates the issues, they will not believe so. We would prefer and sup-
port legislation in this area.

Thank you. :

Senator Starrorp. Thank you very much, gentlemen,

We are running out of time, but there are some questions that I
would like to ask, and Senator Randolph may have some, also.

It has been suggested that the principal reason State loan guar-
antee agencies are concerned with the proliferation of extraterri-
torial guarantee arrangements is that many of the State agencies’
best loans will be, to use a word, ‘‘creamed” out of the State. Do
any of you see a problem with the “creaming’ of loans, and if one
of you could answer, and if others disagree, respond; if not, maybe
one response would do.

Mr. Donovan. | will take a crack at that one.

The higher balance loans are less expensive for a guarantor to
service. The “creaming,” in my opinion, is the targeting to higher
balance graduate loans, law school loans, and medical loans. Those
loans are more cost efficient for us and enable us to put more effort
and resources into our smaller loans made to freshman. So, from a
practical, financial support ievel, I have problems with creaming.

I have another philosophical problem with creaming, too. If we
guarantors compete for those kinds of loans, then we will start
making it easier for those individuals to get loans without having
to go down to their local bank; they will simply mail in the form
ang get the money. In my opinion, that is not a good introduction
to the lending and borrowing process. Borrowing under the GSL
program is quite an education in itself, and gives the student an
experience that will be valuable in helping him/her adjust to eco-
nomic pressure after college. )

" 8o, for those two reasons, | have objection to ¢reaming. ]

Mr. Iverson. Mr. Chairman, this point was a major reason why
the Vermont banks are willing to provide an ALAS loan, defer in-
terest, and accrue it. Earlier panelists said something to the effect
“We know we are losing money on that particular loan”—but be-
cause of the higher loan that usually goes into that portfolio, Ver-
mont lenders are willing to make the unprofitable loan due to their
ability to also make the larger balance loan and retain it.
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I think if we skimmed off those loans from some of our small
banks, like Randolph National, that has 8 percent of its assets in
student loans supporting the Vermont law school, that they could
reevaluate their commitment to the GSLLP.

Senator STarroRrD. If there is no further comment on this partic-
ular lguestion, let me ask you this one. Do your States act as lend-

ers of last resort, and if not, why not. and if you do, why; and how
could the capacity of States to act as lenders of ladt rescrt be im-
proved?

Mr. Paasch?

Mr. Paascu. Well, in Utah, we have good lender participation, so
that at the present time, we do not need a lender of last resort pro-
gram. We had proposeci a lender of last resort where the State
would become a lender of last resort, 6 months ago, and it was left
with the idea that if there were any students being denied access,
we would immediately put that program into play. But at this
point, lender participation has been such that we do not need one.

Senator STAFFORD. Is there any further comment on that particu-
lar question?

{No response.}

Senator STarFORD. Il not, one final question. What restrictions do
lenders in your States make on student loan customers beyond
those in Federal law?

Mr. IversoN. In Vermont, we make no restrictions, Senator. Any
student who is enrolled or accepted to enroll in a school is eligible
for a loan; any student who is studying in the State of Vermont
from another state is able to borrow through our program.

Senator STAFFORD. Further comment, here? Is there agreement,
generally?

g;anel nodding affirmatively.]

3 e;l&ator Starrorp. All right. Thank you, gentlemen, very much,
in .

Senator Randolph, do you have questions for this panel?

Senator RanpovLpd. Mr. Chairman, in a sense, I wish to make
this personal relerence to you and to mysell. I was active in mat-
ters of education during my service of 14 years in the House of
Representatives. I know that you algo were very active. [ was elect-
ed to the U.S. Senate in November of 1958, I did not wait until
January of 1959 to be sworn in, because I was to fill an unexpired
term. I remember at that time, that just a month before, if my
memory serves me correctly, legislation was signed into law in Oc-
tober of 1958, starting the national defense loan programs for stu-
dents in this country. :

I will want to be correct, but if memory serves me, I at that time
was looking at what had been done just a few weeks before I came
into office. I know you came a little later into the Senate. But
during our time in the House, both of us, we were concerned with
this problem, and since, we have tried, with other Members of the
Senate and House, to be well-reasoned in what we do. We must be
very careful, of course, to not in any way break down the programs
under the acts that are upon the books. But we also have, I think,
a very real reason for a commitment to making it possible for as
many students who are in neéd of funds to be able to borrow those
moneys. I think any of the panelists of today—we are not on differ-
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ent sides, as | look at it, although there are approaches that are
different—but 1 think you would agree, is that not a primary con-
cern of a]l of you, to provide those practical and reasonable pro-
grams where those who need loans are able to receive them? 1 will
not give the name, but I have followed the career of a student, a
young woman. who received aid. If she had not had that aid, she
would never have been able to be a student in a collego or to later
gradunte from shat institution. Then, she went into her schoolmg
in law, and had it not been for that loan provision, there in a spe-
cific way in the Conimonwealth of Virginia—I will not go into the
agency that helped her—she received additional loans. She is . now
in the practice of law. It would not be right, perhaps, for me to say,
but she is recognized as an attorney of stature in the Common-
wealth of Virginia. I knew this young woman, Mr. Chairman, and
she never could have had this opportunity without the aid that has
been given through the Federal Government and through the loan
processes which are not questloned today, but which are a part of
the dialogue that we must contmue in this matter.

1 am so conscious now that in the State of West Virginia—and I
will ask staff to give me the exact number—we hdve 65 institu-
tions, universities, colleges, proprietary schools, all types of schools,
but 65 institutions, where students are now enrolled as we begm
this yenr. And there are approximately 15,000 loans that are en-
abling students to be, in var, Iymg numbers, in attendance at those
65 institutions of learmng think this is a tribute to a part of
America that sometimes we overlook, when we do not give some-
thing to someone per se, but we encourage someone, and that indi-
vidual young man or young woman are enabled to commit them-
selves to the processes of learning and then to better serve not only
themselves, but the country of which they are citizens. The GSL
program is not a grant but a loan—not a giveaway, but a helping
hand yntil repayment can be made to the Government.

1 just want this to te a part of the record today, a tsstimony to
what, in this instance, at least, the ‘Congress wisely p1vceeded to
do, and the good results that are now following those actions.

Thank you. Mr. Chairman.

Senator Srarrorp. Thank you very much, Senator. I heartily
agree. My recollection is that half of all the students who go to col-
lege in Vermont do so because of the array of college assistance
Programs of which the guaranteed student loan program is the key.

my State, like yours. this program is very important.

I want to thank this panel for joining us this morning and help-
ing us in the difficult task we have assigned ourselves. We appreci-
ate it very much indeed.

The final panel this morning will be Dr. Oswald Bronson, presi-
dent, Bethune-Cookman College, Daytona Beach. Fla.. Mr. Jules
Rosenblatt, president, Education Centers of the National Education
Corp.. Newport Beach, Calif., and Mr. Bruce I. Zimmer, executive
director, Law School Admission Council, Newtown, Pa.

Once again, gentlemen, thank you for being here. You have twice
heard me comment on the stop-and-go system. Your full statements
wil! appear in the record as if read, and we will go in the order in
which I announced you, which means. Dr. Bronson, you are first.
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STATEMENT OF DR, OSWALD . BRONSON. PRESIDENT. BETHU-
UNE-COOKMAN COLLEGE, DAYTONA BEACH, FLA: JULES RO-
SENBLATT. PRESIDENT. EDUCATION CENTERS OF THE NATION-
AL EDUCATION CORP. NEWPORT BEACIL CALIF; AND BRUCE L
ZIMMER, EXECUTIVE DIRECTOR, LAW SCHOOL. ADMISSION
COUNCIHL, NEWTOWN., PA.

Dr. Bronson. Thank you. My name is Oswald P. Bronson, presi-
dent of Bethune-Cookman Cellege in Daytona Beach, Fla.. and
Bethune-Cookman is a member of the United Negro College Fund,
which [ am here today representing.

UNCF is a nonprofit fund-raising organization providm% services
to its 42 member institutions. all of which are private, [ully accred-
ited. historically black colleges and universities. Approximately 45
students from virtually all 50 States attend UNCF institutions.

The Citibank higher education assistance foundation assured
access program has been responsible for a notable mcrease in the
participation of black students at UNCF colleges in the guaranteed
student loan program. In the academic year 197980, only 4 per-
cent of UNCF students were receiving these loans. This proportion
increased to 9 percent in 1980-81 and 21 percent in 1981-82, With
the advent of the Citibank HEAF program in 1982-83, the trends
in GSL participation have begun to change dramatically. In just
the first year of the program, with all of the problems of introduc-
ing a new program, 5,627 applications were received from 41 of the
42 UNCF member colleges, which represent some $10 million in
new loans.

How does the program work? Very simply. it converts a bank-
based ‘program to a campus-based program. Instead of going to a
local bank, a student obtains an application and brochure from his
or her college financial aid office. The applications are completed
by the student and college and sent by the college to the United
Negro College Fund for review. UNCF lorwards completed applica-
tions to Citibank and returns incomplete applications to the col-
leges for correction. After Citibank completes its portion of the ap-
plication. the guarantee agency. the Higher Education Assistance
Foundation. reviews the application according to its procedures for
guarantee. Rejected applications are returned to the student
throu efh UNCF. For approved applications, upon the retyrn of the
signed promissory note sent by Citibank to the student, Citibank
disburses a check to the college financial aid office for delivery to
the student.

Now, under this process, 98 percent of the applications for GSL'’s
were ultimately approved. At Bethune-Cookman, prlor to the Citi-
bank program. only 25 to 30 percent of the students’ applications
were being approved.

UNCF's role ensures that applications are correctly completed by
both student and school. After only the first year of the program, it
is clear that a number of UNCF colleges are already relying on
this program. At Wilbur Force in Ohio, 51 percent of the students
had loans approved under Citibank program; at Barber Scotia in
North Carolina, 53 percent—and the record goes on and on and on.
My own institution, Bethune—Cookman College, had 19 percent of
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its total student body receive loans under this program last year,
and we expect the percentage to increase substantially this year.

The Citibank-HEAF program has managed to solve many prob-
lems associated with lean participation that posed serious obstacles
to black students prior to its existence. Very simply, many students
could not gets loans from local banks. Students such as those at-
tending UNCF colleges come [rom low-income backgrounds and
were considered to be poor credit risks. Local banks were also un-
willing to grant loans for students from out-of-State and placed
many restrictions on loan applications. These applications created
a most discouraging situation, especially for families who do not
possess financial status and who come to the situation intimidated
by the prospect of filling out forms and negotiating with bankers,

ow, with the bank barriers to getting student loans, the effect of
these obstacles was to discourage many students from enrolling in
college at all.

Now, this loan prograin has meant a great deal to many UNCF
colleges. Since 98 percent of students that apply through this pro-
gram would eventually get this kind of lean assistance, students
are still able to enrolf' in college even though their loan applica-
tions may be pending. Clarke College in Atlanta submits that only
100 of its students were participating in the GSL program before
1982~-83. But then, after the advent of the Citibank involvement,
1,300 of its students are now receiving this kind of aid. The amount
of loan moneys was thus increased from $100,000 to $500,000 as a
result. At my college, our loan applications increased and were at
least tripled.

Thank you, sir, for giving us this opportunity.

Senator StarrorD. Thank you very much. Dr. Bronson.

Mr. Rosenblatt, we would be pleased to hear from you.

Mr. Roseneratt. Thank you, Mr. Chairman.

My name is Jules Rosenblatt. I am the president of National
Education Centers of Newport Beach, Calil. As a member of the
board of directors of the Association of Independent Colleges and
Schools. AICS, I appreciate this opportunity. with the assistance of
William Clohan, our general counsel, to present to the subcommit-
tee AICS' concerns regarding vocational student access to the guar-
anteed student loan program.

Proprietary schools over the years have been eminently success-
ful in training and retraining America's work force. The guaran-
teed student lean program is needed to allow these students to
attend postsecondary institutions. Indeed. it i3 needed to assure
that students have the right to choose the postsecondary institu-
tions of their choice and the programs of their choice. .

Over the years. the GSL program has been a growing and dy-
namic one. Congress has changed from time to time the incentives
to lenders, guarantee agencies and secondary markets in order to
make these systems more workable. The system is, however, sub-
ject to marketplace reactions not always contemplated by Congress.

Access to the GSL system is and must be the governing cons® r-
ation. During the recent past. program accessibility for the guaran-
teed student loan program has been improving. However, there are
still many problems that are faced by college freshmen and voca-
tional students. For example, many guarantee agencices and banks
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are unwilling to make loans to first-year students. Without that op-
portunity, a student very rarely can go on to his second or sopho-
more yeur. Recently, the National Commission on Student Finan-
ciai Assistance published an interim report that indicated that vo-
cational students pay more out of their own pockets for their train-
ing than other postsecondary students. There is currently a follow-
up study being done by the Nationa] Commission on the rate of
turn-down for vocational students in the GSL program.

The New York Higher Education Services Corp., in July of this
year, indicated that many New York banks are only making loans
to 2-year degree students. Chase-Manhattan Bank, in recent testi-
mony, indicated that they would also only make loans to &-year
students, their concerns being purely financial and economic.

What happens is that large loans are more profitable for the
lenders to make. Handling of an individual loan by an institution
is the same regardless of the size of the loan. Secondary markets
generally want higher loan portfolios, and so they, too, tend to dis-
courage portfolios that contained small loans, loans that normally
would go to vocational students.

From time to time, individual lenders need to balance their port-
folios between guaranteed student loans and other consumer loans
such as automobile, home loans, and home improvement loans.

And finally, State agencies occasionally impose regulatory re-
strictions or conditions on loans that they will guarantee. Recently,
the Congress forthrightly dealt with this problem in the Student
Loan Consolidation and Technical Amendments Act of 1983. In
that act, Congress provided that discrimination by lenders in qrant-
ing GSL loans was not to be allowed.

State legislatures also impose prohibitions that make accessibil-
ity to loans very difficult for vocational students. These problems
occur in States like Georgia, North Carolina, South Carolina, occa-
sionally in Arizona, Texas, and Alabama. For the most part, the
State guarantee agencies have done an excellent job in providing
access to the GSL program to vocational students. But the problem
that we have is the problem of accessibility, and we consider that
the highest concern for the program.

The attitudes and policies in some State agencies impede accessi-
bility, contrary to the intent of Congress. We suggest that the pro-
posed amendment will add a bureaucratic barrier to the process of
granting guaranteed student loans that will further impede access
for vocational students.

We feel that there is an immediate solution to this problem.
AICS suggests that Congress maintain the status quo. The reau-
thorization of the Higher Education Act is pendini. Until that re-
authorization, AICS suggests that the activities of the national non-
profit guarantee agencies and the national lenders be reviewed, but
that they be continued. Let’s see if they are creating problems. The
followup study by the National Commission on Student Financial
Assistance will be available for review before reauthorization. AICS
feels that the Congress will find the national agencies, both the
banks 2od the nonprofit guarantee agencies, are performing a very
useful—afgﬁiction in providing access. And the highest © jective
should be accessibility. At
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AICS recommends that as part of reauthorization, a guaranteed
access program be developed so that all students would have access
to the GSL program.

We feel that with this approach, accessibility to the GSL would
be available to all students. '

Thank you.

Senator Starrorp. Thank you, Mr. Rosenblatt.

[The prepared statement of Mr. Rosenblatt follows:]
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STATEMENT

|}
JULES ROSEMBLATT

Mr. Chairman. Membors of the Subcommittee on Education. Arts and
Huganitivs. My name i6 Jules Rosenbluti. President of the Nutional
Edccotion Centers of the Natioral Edveation Corporation (NEC). A¢ o member
of the Poard of Directors of cthe Asseciation of Independent Collegea and
Schools (AICS}.1 appreciate the opPottunity cg Teprusent AICS regarding
occoas by vocational sctudents to the Guarsnceed Student Loan (GS5L) program.
victh me is w1llism C. Clohan. Jv. Geseral Counsel for AICS.

The Assucintion of Independert Colleges and Schocls 1% ok gssociation
vf 5B) diverse buskiness gcheools ond collefes and arocther 210 bramck campuses.
Cut tpslitutiecs ronge from business ov gPecinlized schools offering
trajniog of up to cpe yezr in lenBth, Lo junior and senior cclleker cflering
recngnized .oncciate and baccalaurcate degrees. There are an estimabed
£50.000 students enrolled in these insfitutions representing 3 broad range
uof ipceoe ard racial backgrounds. Approximately S0% of the AlCS-nccredited
institubions avre taxpaying business cerpovations. The Maticral Educaciorn
Corperation owns 47 schools natiorwide. enrolling appreairately 20.000
students in resident progrons.

Frivate vocaticRa! imstitutiors ov proprictary imstitutions have been
patticularly sutcessful in training gnd vetraining workers te provide
skills for teday's job garket. This responsiveness tc changes jp
technoleEy in the market;loce is not cnly an objectives it 35 & matter of
survivel to the inst_ciiicn, The high job plateprstt rat+s for oup
graduiten . cver BOY, evidesces cur institutivms success. 1he Cuaranteed
trudert lezp progfar is vicslly importent to all AICS inscicericons. With-
opt adequate recess te G8ls. 1% iE deebtful that cap¥ of ©ur etydents could
afford to atrend postsecondary irsticctions. Certainly, Eheir rikhke to
choose the Evpe of institutlen snd program they want would be grectly

T dipinisled.
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THE CUARANTEEP STUDENT LUAN PRUGRAIL 15 A GROWING AND DYHAMIC PROGRAM.

The GSL proBram has matured #ince ite epactmiént in 15653, and the loan
volupe hug inCrvased cremendousiy sivce 1776 alone. The GSL system ia
complex upe chanBing theugh. and is based on rumerons incentives to
lenders. su0fantev afencies snd gecondary matkets. The aumber of partici-
pants in ¢he system makre the lending prucese precariows apd subject to
markctFlace reactions which ¢fcen are uwnexpeccwed by Copgress.  fecaust losc
accoss depends Frimarily on chard=party private enticies and nul govelnment
apereles, Longress reeds to regularly review the program to ensure thot it
L5 plovidirf louh access to the intended bereliciary -- che gcodencs., We
comwrd the Subcommittes for hulding this hearing to review the access
questlon.

The iedisiative kistory of the GEL progcan eviderces o dewire by
CanRress to promoty etability and leer aveilabilicy in the prograr.
The 1077 atendgente to the Higher Ldecariorn Act (HEA) establishcd the
Stedent Losr Merketing Assuciabtior (Splite Mae) to provide 2 goucce of
stEChtaTy rorthet Capiltal e e used to pulehase loaws Erem the primery
lenders. The 976 agerndmonts scught co dimirish ele federal governmenc s
tcle under the FISL Promrar ned increast the role of the scate loan
afencirs.  Incentives wece provided to ehtice and Chcouragr thoest grates
Cob them participaling € becepe ifncl'ad.  1he 19EC amerdoernts sev the
Cempress relect a Poeposed patieticl stedent losr bank and, insteod, an
viferr war redy to sttecgthen the cxisting pregris strucrure. Sallie Mae
w“as gutsequenrcly reroved frem iccesst to the Federal Fimancivg Eunk (FFD).

L relate this brivf kRistory of the progladr ic order co ghew that it is a
wenstarntly changing Prokrur ard sheuwld coentirve to be so long as those
charges enhance loae aecessy €T all ttudents. Civen the many cherfes whick

Lwve oegureed during the pest reveral vears in tke fleancial ceooturiey,
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porticulatly redarding ynrerstore banking. the Congress must remain apen to

new vayes of delivering the product -=- loane -= to¢ the consumer —— students.

ACCESS TO GUARANTEED STUDENT LOANS. AND STUDENT ALD IN GENERAL, !5 LIMLTED
FOR YOCATIONAL STUDENTS. )

The auccess of the student loan pProgram L6 evidenced by the tremendous
incresse in losh volume provided studernts throuBhout the country. Thig ¢
inctvare has oecurred during a tiwe of hifh interest rotes ond in spite of
increaged coats to the stodeats for cbtawning the loan. such 89 the
loposition of an griSination fee iD 1981, Despitg this suceess. though.
there exists throuBhout the country paty locutions where access to & G5L is
difficult to obtawn or totally non-existent. particulhrly for the
vocational school seudene.

in restimony before the Naticral Comnlssien onm Student Finaocial
Aspistance (NCSFA) in January. 1981, Deparrcent of Education Comprroller,
Ralph Clmo. stated that "certain categories of srodents. parcicularly
vocaticnal and college freshman, ore beginning to expetiecnce difficuleies
wn obraining loars until they complete their Firse year of school.™ ke
goes OR ¢y state that

“if students cannot Bet lesps uatil c¥eipr sophomore yesr,
nany of thet may pever Be able to gake it throufh their
freshean Yeatr.  And while cot everyome car benefic from a
college educatios, wost cat benefit from scme form of
vogational or technical education, Industry needs skilled
techniciara. Traditionally. students asttending vecational
schools coce fror lower inceme families 2nd need financial

assistanrce tu go to school. As most Yecaticnal prograorvs
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are one OT twe yrats in duration, these students will nct
have sufficient averaBe indebtrdneos to pake lenders or
secondiTy morket scCvicing coste ccouvmically viable.™

The statement by Comptroller Olmo concisely and forcefully presents the
problems expecienced by poteatiol proPrictary student borrowers. In
Beneral. students who choowe to attend proprictary institutions for their
pesteecondary education or training are likely ¢y be in peed of f[insncisl
assistance, but may be the Jessr likely tu receive ix.

A recent interio Teport issucd by the Hational Conmiesion ©B Student
Financial Assistance (NCSFA) on Seprember 7, woted thut studente preparing
at a proprietary issEtltution for o vecaticn ace ofkep heavily dependent on
loans but Face fev Ficancis! slveraatives becavse of limited availabilicy
tu ther of vampus-baded, state and instituriopal fupds. "These students
zust ‘dif deepec’ 1nto savings. work in part-tice jobs or eacrifice
financially e o much Lreater deBrec tham those entolied in othet more
traditiornal secturs ¢f postsecondary education.” The Cummission's report
vas basvd cn findinfs of 2 ntudy it cenducted ko exumine the
charocteristits of proprietary school students receivwirE financial aid, a3
w a8 gid pavkages teccived in poatterns of Jdisfribution. A4 follows=up
stizdy has been begun by KCSFA to focus on potential vecaticornal students
whose loan applicaticns hawe been Tejected to detercine Che reasons for
that rejectiorn and the Itkely imPact on the apPliczcts’ educatiomal and
caTeT Plaps. hi. ... rmaczon will be awvailable carly rext vear and can
be upcd duripf reavtherization ¢f the Higher ECuculio® Ace.

A study released by the Kew VYork Hagher Zducatiot Services Corporatio
July, 1983, identified a significant number of finoncial imstituriems in

hew York whko weulo net poke loapms to vocatione! schouw]l stidents or

restricted therr loans o anyome mor ip a wwo-year defrec Program, Chssc




Hdanhatten Bank. one of the LATgesE lendere in the G5L probraw natiopwide,
refures to ocke logas to students in courmes ©f €85 than two Yeo¥s in
length. Whea qucgriocgd about this policy pefore the louse Subcommittee OO

Postaccondary Educaticon in May, 1983, & senior Tepresentuative of Chase

Manhatren was wery [orthrighe in his stutement rhat Chase policy wae bared

of pure etonumics - small loans o studente dttending vocoticnal programs
do not produce & ssfficient financial return %o juacify che expense of

adeinistering those loans.

THERE ARE MANY AND DIVERSE REASONS WITY VOCATIOHAL SCHOOL STUDENTS ARE UNABLE
10 FIHD GSLs IN CERTAIN AREAS OF THE COUNTRY.
The folloving zge the primery reascns why there i3 pot total atcess to
GS5Ls:
Lenders can reap.hishég returns on larges scudent loany, since it
alcnst co4rs 85 meh to oséoinister = grail losn 25 it does to hardle
a larye cne.
felated to the Figse fcason, Secondary markets ere generally more
Interested in purchasing leap portfolios which have high average
lean indebtedncss.,
tadiviéual lerders ErY te balange their loan portfolios beeween
student loans, home loans. autompbile loans and ogher consumer
loans and theiy policies chanBe dracatically from year to Year.
Srace legislatures fmpose prohibitiors whick dversely affece
lending Lo certaip types of students.
State 2gencies impose regulatory restrictions or condicions or
the types of loans they will guarantee of purchase, it the case

of seecndary markets.
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The eurrent law provider forlnu administracive allowance tuv be paid to
a lendetr py subsequent secondary marher purchascr based oo the principal
sopunt of the loan. Ho consideration is made in the lsw for the page that
it cests appromimutely che sawe agount fer o lendet pr snother encicy whiek
adpinisturs the lpsn to adminitscer a $5,000 lean A® it dows for a $2,%00
loan. Let me give you an erample co exflain my point, If 8 Yender hod
55.000 to looan shd chree borrowere cace to that lender fceking loacs, ofe
Peraon for 55.000 and the other cwo for 52.500 each. the lerder would mueh
prefer to make the one 55,000 loar chan he would to meke che two $2,500
leans. That decision has betome a4 business and fimancial ope fop the
iendet, As & polic¥ matter which Congress oumest considet. the lsw ghould be
a8 neuttal as pessible im cresating incentives or disincentives which way
a¢vetsaly 1opact the cccess o certain Cype of atudent has te che lean
PTORTAC,

In a simitar canner. when 4 fecondary warker purchaser buys a
gertfelic of leans fpom the primaty lerder. :f receives 1cs edminifrrative
allowarcr baged o0 She average size of the irdividual leems in thae
perefolic, Thorefore. tt is alse moTe inclined to purchase porcfolios
whick bave latke leans in the porcfolio.  These decisions are based upon
pure fipancidl rimsiderations. ABain, CongresS must address the policy
19dun.

Ip 1979 A0 Arizera, o GS5L aceess orisis developed when the twe largest
wepders n Che staty decided Tot Y0 gake dBY mere loamg Lo vocaiorpal
s¢hool students becausc ¢ made thy cyerake loan in thear pertfolio tvo
small to pake those lppes 8ttractice to cthe Sercndary matker purchaser.
Thackiully. Sallie Mac werked cut a3 Epurial ogreement wich the Avizons hanks
to onsule that thosce loans wvoeunid be Turchased and worational seteud

studupts would have contifced uc.ese.
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In Florida last Year, o deciaion vns eade by a bank to terminace
lending tc vecational school mtudencs because jca lpan pertfolio was
unbalsnced &3 coDpa.-ed rp other types of consumer loans. Thie bank.at that
time, wade 557 of the loacs i the state. A¢ the lasl mioute. & conmoTtiuvm
¢f banks afreed t9 make Yoans ond pow there is not an access Broblem in
Florida. However, the Florida problem points ouyr the tTapeitory nature of
lending policies and the potential adverse impact they can huve on
sTudents,

Althouigh the Guaranteed Student Loan Program is techpicelly & feceral
program. the law Bives a4 great deal of latitude go the states to escablish
their ovo statutcryY and regularory echeme for implementing the law. while
this exgrpiv of fedetalise has been successivl to some extent, it has also
1eEt papa in the availabiliry of lesns for cectuin types of Fiudents. For
exarple. it the stare of Morth Carolins acccess to the GSL proglae is less
thar total. Thecefore, an AICS institution is nmow tTYing to become an
eligible lender under the program to eerve the needs of therr scudencs.
towever, the Btaite guatantee agency haa inforeed them thet the atate law
prahibita schools acting af lenders. Io reading the state srarute therte
seems 1o be o prohibiticn per se against an institutior becoming 3 lender.
At fhe most, there 18 2 limitation of lenders from which the state loan
authority may acduire student obligations fram the proceeds of revenue
bords. Cf more imparrance. howaver., ia the fact thet the federsl law
{Secticn 4284 of the Higher Educatios Act)} explicitly prevides rhat as @
conditior for the gtare guarantee agency te have 100L reinsurance. it must
provide for the eligibility of elibitle imstirutions 28 lecders urder
teascroble eriteric unless there is 8 state constirutional prohibicior.
The sratc aurherity freely adoits that their probibiticn is statutory ard

nar constitutiveal.
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Recently. we were aotified by 8 college in Alsbama that & large
savings and losn would no lopBer lend to students attending theit college
becsuer “restrictions placed on ue by our secendary paphet gvrvice make it
ulmost impossible to aell these losans,™

) in Georgip, WoNY wocational etudents do not have access to GSLe and no
lender of lasp Testrt Pregram 48 availusble, For is thete & atate secondary
watket and the Geor&ia ogency hes not cooPleted 8n agreerent with fallie
kae for SLMA to serve as a seondary market in the spate, The etate loan
3gency alec seeks to prevent cut=of=state banks Frog comivcg icto the srate
to make loans to cligible aeedy students.

In Texas. most lenders whe are participantsé in phe etate sBency
program rhere will not pake lozns to studenrs who are not in ac leust @
two-year fcadenlc FIOETOR. ‘

You are Guite fogiliar with the regulations implemented this Fear io
the Comruorwealth of Yertucky which effettively Prevent lozne from being
wide ty students whe altend wnstitutions or who try te borrow [rom
firantial iratitutions whick have "aggregate default rstes™ in excaess of
152 er 107, Hew srudent lgan applicatis are treated a3 a class and not as
windividials urder these regulatiocs and the stufents nre thercfore denied
Eccest tC rpe GSL program by the sctiot ©f the state agency. We cormerd
Lte CorBrece for dealink with this problee ferthrightly inr the Stucert
Loecn Conseclidation and Technical feerdments Att ef 1983, Although we are
still quite copcerned about the inequitable treateert of specific students
in Kentuchy. we aPPreciate the passpgé of the settion in the lan whick
praveris discricination by lerders. Lf they sell phar loan Papet ko & state
agercy which uses tax exempt bord capital. based on phe length of b

profram. the year in schogl of thor student. or the type of institction,
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HAT.ONAL nONPROK1T GUANANTEE AGFNUIES ABD BATIOMAL LEMDERS SERVE AS AN
ESSENTLAL LENDER OF LAST RESORT FOR VOCATIQNAL SCIOOL STUDEHTS.

We undetetand thet mepbers of this Subcommitier are coRsidering am
amendwent tou cuerent Taw which would prevent natioral nonprofit guarantve
agFncirs and lenders from serving as KuatentoTs and lenders 3f phe state
loan guararvee agency objecbed te the goarsoree of loans by such 8 aon-
profit private {nstitution or orfanireticn snd the Scceretury of Educatien
upheld that objection. The Assotiation of IcdePonden! Colleges and Scleols
feels very stron8ly that such ar arcendment yould do much more hafm ¢y the
profram then it would oo solve some of the perceived problems thral pow
exist Because of this intersbnte activicy. Most of thy sturc guarantec
spencies do an vkcellent job to ensure that all sctudents withkin (heir
curisdiction are able to gbeatr a GSL. lowever, yicitudes oré policies in
scoe states undermioe the intent of Congress to Provide auch access.

The process estoblished by Lhe proPesed amendment would create ar
adéiticns]l barrier to loan sccess. IF, for examblie, & lender which
previcvsly particiPoted in the profrim swddenly decided not to mske 081t
ard Ty lgans were available frow cther lenders yithin the state, delay
vavset by [le apelicatioe grd affecis peocess assuned by Lhe propescd
geerdperne would e well beyond rhe starting date of the academil ters.
KePy sivcerts woclé Probably kuce fp drop .ut of celivge upkil the process
wis COTfivted cf anokher [p-state lender yas found. A lerder of lage
cvsort prograc weuld elimimake the need foar the arendeert,

It iz alse very <¢ifficult for vs Lo believe that ony governuv ur kead
¢f a gtate loan 28ency weuld admit ¢c the Secretzey of Eduration and the
peblic in generwl that., in the face of an 2pplication by an gut-of-stzte
EUATARLOT apé lender, lending institvtioes within that state are ypable €T

upwilling to provide che necessary loan capital te ensure teal _coess to

8;
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sccenn to sll studentw within the ptate.

CONGRESS SHOULD MAINTAIN THE STATUS GUD IN THE PROGRAM AND ALLUW EATIONAL
HONPROFIT QRCANTIATTONS TG CUARANTEE AND NATIONAL LENDERS TO LEND WHEREVER
THFEL I1¢ & NEEDIFUH A LYNDER UF LAST RLESURT.

The Assocantion of Indepeadunt ColleBes oond Schoole tecommerdn thal
Copgress retoin the septup quo until! tesuthoriration cof the Kigher
Educalion acp {HEA). DurioR thie timc. Conkrrse ca® rgview the gctivitive
uf the natiocal pouProfit guaruncers and {endecs to deterwine if they are.
in fact. ~reating an upacceptoble prublem throuBhout the country. It is
wur predlct won that you will find chat they are setving a0 eatrercly pseful
Furposc ay a lerder of last repcrt and theitr continced abilicy to serve
this tuncriet ouBht to be retawned in the program. Alec, the follow-up
FCSFA study Tesults will be availsble fot your review.

The highest oblective of Comgriss yhen it deals with this Prograc
sbenia jot be whether they are protecting the iedivideal gtate goarantee
agenvies. Tla vhiel cbjective shiule te whethee c1ibible grudents z2re ablc
e wbto.r lowtts eveTyahere iR the Uncted Stztes. Faeh chal objuectave ir
Bifd, Cunp-ert skewle vensider, as a parl of reoutheriratioc, some forw of
wererT of lart FUSCTE proglar EC ¢hsule jgecess to C3Ls for ali students.
iltereatively, CORET $» ghould €entinue te 4llew naticral reaprofit
fLarattors and iendets to serve the sace fup<ticn. We believe phac. under
thy later appreach, evertuslly there will cu LlorBer be Pochets of nen-

access 0 the Vaited States,
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Senalor Scarroun, Mr. Zinmmer?
Me. Zistaenr, Thank vou very much. Senator Staflord.

As the national nonprolit administrative support corporations for
leyiadl education. LSAC and LSAS have taken an interest in the as-
surance that individuals who are accepted into law school will, in
fact. have the resources to attend. We have taken a number of
=teps toward that end: LSAC and LSAS have heid o aumber ol con-
- terences that bave dealt with financial aid topics. We have met fre-
quently with other law school organization concerned with these
matters. As a result of those activities, our review ol the rather ex-
tensive information gathered by the American Bar Association and
a number of our own questionnaires, we uncovered a substantial
gap in availability of student loan supply to law students.

Some of the previous {estimony. has evidenced a lack of under-
standing of the extent of our role as a multistate, grassroots organi-
zation, and [ would like, rather than toke the time now, perhaps to
provide additional information later in the hearing,

LSAC/LLSAS had a substantial_base of information, We had a
number of indications of shortcoMings in State loan supply. The
foremuost problem that was indicated to us was the slow develop-
ment of auxiliaery loans. A problem: you have heard described here
carlier. We woere able, as a result of analysis of a variety of data
basus, 10 come to the conclusion that perhaps $50 or $75 million of
demand for ALAS or PLUS loans was not being met and that the
priticipal reason for that shortcomi : was the perception among
law students and law school people that the in-school interest fea-
ture was untenable. We discovered that, as well, State by state and
locality by lezality, other shortcomings existed, principally in the
arca of service 10 wt-of-State residents attending schoot in various
States away from their own homes. In a system of education as
fundamentally national in character as law—teaching both State
and Federal legal systems—that was of fairly fundamental interest
for us.

We estimated that another unmet need-of about 320 million ex-
isted in that area. We approached a variety of organizations and
formulated & program we thought would solve it. We were sur-
prised to learn, after we announced the program, that a number of
State guarantee agencies had indicated their dismay and disap-
proval. We have always assumed that this program was going to
work in tandem with ongoing State programs—was going to fit in
interstitially The amounts of money we were talking about supply-
ing were relatively substantial, but i an environment in which

law student lending demand is berween $300 and $400 million a
vear, and law student expense need is over $1.2 billion, we believed
there would be ample opportunity for any who wanted to service
law students to have the opportunity to do that.

In truth, what we are doing in most States is to provide a small
amount of current service and to make a backup network available
if and when it becomes necessary. In some States, we do provide a
major service that isn't otherwise available. For law students .
throughout the country. we provide a blanket of last resort security
that would not otherwise be available. Let me give you the briefest
progress report on how this program is going.
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More than 90 pereent of ABA-approved law schools have enrolled
in the LSAAT program. Loan applications have been received from
122 schools in 40 States. By mid-September, we had about a 3,500
student volume and about $11 million in aid being sought. Most of
these aid requests urose exactly where we thought they would. Sev-
enty-three percent of the applications that are coming in are for
ALAS programs. Perhaps 12 or {5 percent. in addition, is for out-of-
State resident fundmg The demand is very much where we
thought it was going to be. It is highly differentiated by State. We
have evidence both from the questionnaires that we undertock
before sturting this program und from the operational results of
this program that there are pockets where our program is needed
and there are places, like Vermont. where it does not appear to be
needed.

We have not targeted any special marketing efforts. We have
made thig program umlormly available across the country. There is
no reason on the face of it, in summary. to restrict multistate avail-
ability of federally guaranteed student loans. If the vagaries of
State conditions happen to ¢reate peculiar circumstances that
create disadvantages for students in one State over another. we
w‘ould like to be there to help address them with a failsafe mecha-
nisnu.

Let me just stress. us the last person up today, that the programs
we are discussing today are Federal programs. albeit generally ad-
ministered by the States. 1t is consonant with a Federal approach
in this area for a national organization to provide a national base
of support for those seeking loans from the system in their educa-
tion. At a time when both the Federal and State governments are
trying to find ways to encourage other organizations in society to
develop ways to reduce the burdens on these governments, it seems
inappropriate to prevent such efforts in the student loan area. We
believe that we and our colleagues have developed a strategy which
renders the Federai loan program more effective and efficient for a
small segment of the population that the program is designed to
serve. We have done 50 at no additional cost to the Federal Govern-
ment or to any local government.

We respectfully offer. in conclusion, that little benefit will result
from accepting the suggestion that one type of crganization, and
only one type. be permitted to serve the public in this important
area. When the substantial and growing need for financial assist-
ance for law students can be demonstrated to have been overcome,
be assured that we will have no incentive to continue our present
efforts to meet those needs. In the meantime, we believe we are
performing a useful public service, and we ask you to let us contin-
ue.

Thank you, sir.

[The prepared statements of Mr. Zimmer and Ms. Wolff follow:]
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STATEMENT BY
BRUCE 1. ZIMMER

i VICE-PRESIDENT-EXECUTIVE DIRECTOR
LAW S5CHDOL ADKMISSION COUNCIL {(LSAC)
LAW SCHOOL ADMISS10N SERVICES (LSAS)
Mr. Chatrzan and Mentwré of the Suhcomolttee:

1 st very pieased o have the opportur;lty to address this dletinguished
Subcoamitlee on a toPle of conciderable interest to our member law wchools, 1
underatand that the PurPosc ©f this porning's activitics 18 the exsmination of
the effectivenean of the current federal rodulation of guarantee ageney functions
within states and across siate Iines. I come before you 88 & representative of
LSAC/LSAS. LSAC and LSAS are non.profit educational assaciations couprised of the
17) Apericen Bar Assocltation APPEfoved law schoola tn the United States {anpd thelr
Canadlan countefPartsl, The La¥ School Admiméion Councll 8nd Services provide s

wide erray of eervices and publiecations related to law achool admisaslonn. Our

aost sdminlstrativel¥ and operationally complex program ls the Law School Data

Aspembly Service, the national e¥aetem of 9atherind and dietributing scadesic and

biod9raFPhical Information for the lav school admission Process., By virtue of owr
substantlial effort to render diverse acadesic recorde readlly comparable. this
aystez hag been instrumental in encouragiPd the concideration and evaluation of
applicant acadeoic racords in the sdmieglon procews. Each Year. lnformation
conceralpg 100.000 pecple from 3.000 colledes spplying (o over 250 law schools 1s
collected, processed and comuunicated throu9h thils s¥atac. The Law School,
Adnissaion Test 15 another valuabla component of this nstlonal law school
sdmisxion Progras. Our many Otrer varied aetivities aimed at the support and
loprevecent SF the law xchool aduisgsion end sdminlstrative Procesmes are
described in paterfals avaitable [rom our washifgeon. D.C.. 0¥ Newloun.
Parna¥lvanla offices.

We are without any stake in the well beiny of eny particular spproach to

lean gquarantee, 1 coow befgre You, hawvever, to say that the current student
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lendlng' law and revuiations heve pwroltted us to undectake ah Artsngement ,ith
Firat Aperican Bank: Highe? paucation Asrietance Foundatlon and the Student Loan
Marketibg Aawoclation that 1f providi™ an Increcental and warY substantiasl
service for law students, LSAC ard LEAS are verY satiafied with having had the

apportunity to establlah the seavice. We 0#n f|nd N0 aound Purpose in & revielon

'é .
of corfent law that would elther il@it or curtall our meoherta' law etudents from

oproTtunlties 1o meet the consniderat-le financlal obligations of acuirling thelr
1994 esJucations. Qur firet and only effori st loan Program co-ordination. the
Lav School Aspured Accesns Proyram, o1 LSAAP, aroae out of & careful evaluation of
the Pereelved needs 0f law studente and law achools about whieh I will offer oore

latar.
I believe that & broad overview of how LSAC and LSAS got jinvolved with

student 10an concerne will e lnstructive. We are chartered 19 Provide sisicelon
amd #upjort ecrvices for law BEchoolé pationwide, Our intere6ts in admissions
leads ug, very directtiy, to take an interest iNn the assurance that individuals who
Are accePted 1nto lay echool will In faet have the TesOUICeE 1O attend, to the
greatest patpnt PPscible independent of jnjividusl @eahe. in pursult of this
objective we establlehed, in 1970, the Lawv School Financial Ald Service, which
L« . BUT bein? & founding meater of the Graduate and Professional School
Financial Aid Counell, yhere we have, for many yesre, Tepresented legal
aduza tion.

In recent Y®aTE, there has been YZoving doubt e6 te the adequacy of
financlal suPport gechaniens for law studente. At lesst eince 158,
fluetvations in interest rates and crimes in other acPecte of faderal flecal

policY have focussed considerable eritical atiention Of the €o5ts of federal
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lmdent‘ fosn subsidles. varlous ewPrencions of ecclal and prlitical polic¥. ig
- turn, focussed Aduinletration and Congreeslonal atiention ©n the contlnyed
wiability of G5l and PLUS of ALAS In the Sradunte and prtofecsional echool
context. Facted with thié uncertain anvirohoent, LSAC and LIAS hecame
critically, snd 1 hope you might understand. Raturally interested., Costs at
taw achonls contlnued to grow ralldly In 1581 and 198, More pnd more
sttention At national oeetirngs of legal education organlzations was faocusaed
on linancing legal education. In 1982, we jolned yith the Assaciation of
Aperican law Schocls and the A:ericanl Bar Asmociation Section of legal
Education 1o Inru‘a Joint Task Force on Federal Student Ald Progrags. We

*

looked fqr wa¥s to provide pur oegberas and concubDers with uncful sgsistance

ct.;nc‘ern!.hg law student asgistance proirams. Fellowind diacussions at @any law
school cectings and law gohool 9t 8nt workshoPE« through ewslustion of
questionnaires and by study of avallable datahsees: ¥We discovered that
exieting federal Programs were not being as fully snd effectively utilized o3
they migdht be, LSAC/LSAS beliewed that both the Adsinistration and the
Congrees would profit from a deliberste effort to make existing prodrams work
fully for legsl education__even 86 their contlinued viabllity #nd survival
potentisl yaa belny debated. Clearly then., one of ocur goals was to enhance
the surviwvabllity of exlating Progtecs by helbin™d to demonstrate thelr urillty
and necesgity. But ¢ur mast loportant sbtectiwe has always been the desitTe 1o
spsure that qualified jpdividusals throudhout the nation woyld be able to
COTplete (hejir legal sducation. TUr Analyses of cdate and review of anecdosal
Teporte indicated that. in 1982, there ®xisted nesd and depand for H0.1%0

’ mllilon dallare Pef year mare than was being supplied to law studenta by banks

and Guarantee Bgenciee. 1 would like you to ynderstand that {n addition to f16
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anal¥se¥ of date 98thered from averY wPFToved law Bchool by the Americsn Bar
Association, LEAC/LEAS conducted & sPPelflc survay of law schools befors
1mPlanent ing the Agsured Access Program. That survey dsmonstratad that an
unast need of Bome 114 glilion doliare [y Year could be o8t by program Of
the dealgn seen 10 our LSAAP.

There are 8 virletY of resaons for the widespread recognltion iy legal
education that this shortfall exists., TwD caumses emerge as Pleeplnent and can
probebly exPlain 80% of unpet demand. Fievst and forcoost 18 the slow
Movelofpent of Auxlilary Loan (PLUS/ALAS] supPly. PLI'S/ALAS Prodrams were
broudht to an operaticnal gpiate vETY 8lowly., Prominent quarantee adency
officials indicated strong disapProval of the Progra-m. Honetheless, our
intermation has indicated thet lav ptudente have wanted and needed auxiliiary
ipana #nd continus to do so. For them, lgan den‘and wag Supdressed bécsuge of
the reduirepent of in.8chool intweest PAY¥Dents. Such paymsente were perceived as
an unworkable aspect by law echools:, law students and pany otr[ers. I.sA_Cf -LSAS
concluded that 1f & reliable supPil¥ of Auxilisry losn could be made dvailable
by & lender willing to capitatire 1n.sthool interest, pent-up annus) decand for
atl lessat 50-75 miillon dollars existed.

Secondly, we sbeerved state.by-state and 1ocallty.by.locallty differences
in svallabllity of G5L ag well #8 ALAS {or PLUS) loans. Local prograsm -
effectiveness sebhbed and flowed as interest ratesl andl‘mrket canditions
fiuctuated, In Particular. we found very substantial pockels of difflcultry for
non-.resident students. thet is, thoae students fOtL ngj,d;nt of the atate i8
which they sttended lav geheol, 10 & syatem of education 48 {1“101\011}‘ wniformw

snd a8 generally netional ip charactee 8s lagal education., any lnierferances
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with lqterctote a.cean to legal ptudles spjrared to us to be highly
problepatic. LSAC/LEAS extinpated that unbet need for 20 to 40 o1lllon dollars
¢f loans annuelly exlated ae the result of unfunded nop~resident atudents.

We snalyied other problems Posed by law school PeTaonnel and iaw
students. Thesc Included burdensome adminleiratlwe processss that deterred
borrowingd, difflcult co-.ci9ner requirecents, credit and 1oan limitatione of
warlous tyPts and required pre_ewlsting banking arrangemcnts ae loan
tre:equ!.slt.es. ¥We concluded that unmet need of Perhape another 5 to 19 milllen
dollars per year existed ad a result of thesy Cowpllcations.

Law atudente Were not belNg fully Eervad. We wantad to helf. We
aF cached & number of organizaticons to discuss the feagabllity of & prodran
depiTned to peet the needs. We eslected t9 work Gut & Program with the
particulsr Qroup that jolned us in the LEAAP. We articulatad & need and &
proPosed outcoge == our collaLorators found Wayg to fulllll thele corporate
alsslons aml @eetl those needs 81 the zsme time.

In June 1983, after psre than a year of peeparation and foilowi™ omonrhs
of peSetiation 16 pelect proper proSrac dimsnsionss LSAC and LEAS announced a
progras to provide GSL and ALAS loahs foe law students upder one sigple
nationyide Sy®tem. The program, the LSAAP, et the key sahoetcominge that have
been described Prewiously. In additlon to @efting our primary purpose oOf
suppienenti®™d isw Ciudenr financess we hoPed 28 wel) to peovide suppoet for
out gegher lAw schools' proScame of sgtudent Cecyulitment by assuring nationwlde
availsbillty of student losne,. 50, conguresntl¥ with loan sdninistratiwe
E¥RtenE, ywe devalOPed oe apFTovad foe developments & varlary of meteciale thst
would &RCONTAQE participation in snd assure accese 1o the subject forms of

financla: aid.

27-461 0 - R} - 7 83
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‘ra’ ouf SuIprise apnd concern we dyscovered within da¥s of our announcnoent
that ® nunber of stste QuATARtee agencles Indlcated that theY viewed LSaAAP as >
competitive yith thell proyrame and thyg Infringl™ upon thais prerogatives and
priorities. We were surpriced Lecauee, aithough we developed LSAMP In order to
axksnd and assure National GSL and MLAS gocens fOr Iaw €tudents. wa have nelther
interest Iln nor resson to be in confilet with state guarantes organirations.
Indeed, w&¢ took the efforts of the atate programs ae o Jiven. We #et loan volume
expectations accordingly. In the 1983.1986 prriod that the LSAAP 18 expwcted to
be lopiecented under current arra™ements, more than & blillen dojlare of
GEL/ALAS volume 1R 1lkely to be generated at the nation'e lawv schools. ‘'Total
student ex[nees Over that period will aPprosch 4 bililon dollare., Lav Etudent
ican demand 1e ver¥ Great and for the forseeable future there will be apPie
opportunity for any and alil who wish to lend money te law Etudents 1o do &3,

What are we really doing? In truth. in many S%ates: our pain function
aeeas 10 B¢ o Provide & Boall agount ©! current service and 10 Dake avalisble
a laii_safe, & back.up to the Soo0d efforts o! the local lenders and' guarantee
adencies == to Provide & safaty net aJainet any future difficulties that
bt sncountered by vittue of changing circumstances —- to gtand feady to be
helpful vhen nreded. In gone Btates: however. ve Provide Bervices pot locally
dvallable on terms not lt;cally provided. As we noted eatiler, those aerved by
LSAC/LSAS aPpl¥ to nationally aPPfoved law gehoole v & hationally uniform
sdoiseion testing. Iinformaticp #nd BuppoTt systeD. We know that Lt 16

leportent to asaurs those we serve 1n that systss, who later enroll 1n our

pembel schocls, that access to GS5L and ALAS 1ls a certainty «~- yhether they¥

* t
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anroll in acheola located in atates with ample lgan saupplies of plmited
aupplies and whether or pot condltions later change in any local context for a
variety of foreecable reasons. FOT thoutands ©f law studenta LSAAR 16 & needed
lagt r2c0rt._NOt & Prograd that 81d5 16 draw "business™ for realitne of gelf
interest. ‘

A report on the [¥oyress ©f the LSAAP ghould help the Subcoonjttes
appreclate that the progfac ie operating A8 Intended and ia fulfilling 4 need.
Hore than 30% of ABA apProved law Schools have enrolied 86 PArtlcipants In the
pfomram. Loan applicatiens have been recelved from 122 gochools in 40 atates. By
mid-September 3,500 Etudenté had eought oore than $)11,000,000 ©f aig, With ne
marheting ef fort teyond the provialon of paterials 1o lay S5hoola, an
enthosiantlc recPonee wap genertatad. pore than seventy-three percant of the
totel of loane Tequested wers the rarely avallable ALAS loant wlth the interest
capitaliration feature. Revlew of lncocing loan applications and of practices In
atates 1n which L5AAP demand 1w hlgh gu99agets that Probably B85 of 90 of our joan
demand 15 concentrated in fact exactly where we Pledlcted it woutd be: the
undergerved auxiliacy 1oan candidate And the underswrved out of State recidant.
Aa noted earlier, some indlvidusls it a small nurher ~f state adencles have
augdecied that we Sowght to "ekim™ & Jucratlve law achool market froo theo. The
facts bellw that peroeption r. our objectlvea and our work. We have not targeted
an¥ apeclsal marke N3 effo:tyg on the basis of atate volule OF marhet
potential but made r.lhe L5AAF uniformly and nationally available. A
atate-b¥.etate breakdown ;:t tiaap performance reflects Dan¥ APPrently well
aerved achools In which we are generating littie or ho demand, It sise
reflacta 8 humber Of atates 1IN which need 18 concentrated a8t thls early sta%e
1n the developoent ©f qur prograd. These &Te nelther pnecesgarily those states

-
~

Lo
ks
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cont.nr!l.ng the highrel oversll loan volumeg, the mOSst lawv achools, or
posecselng any other PArilcular ¢harscterlstle other than dleprofPortional
svidence that #n unmet pped, often sMfcifically identiflable, DAy be precent
in that state 8t this tfoe, To date, ten @tated are noy Jeasrating 70% of
demand in t.ll'nia Prodram. GSowe verY larges high demand, #Ppsrently well aerved
states 8re not On this j)jag, We gadlute thea for serving our nenbe;s and
consuners sufficliently well that we sre not needed, Here, 86 elmevhera, we
note our gratitude for theilr efforts.

There jg RO reansn On the face of 1t to restrlet multictate svallablllty
of federaily guaranteed grudent loans. Safeguarde alresad¥ bullt-in to federal
programss lncluding e¢loee monltorind by the DePartoent of Edutatlon, are
adequate. If the vagaries of state econcmics and polities and local banking
Practicea haPP®n t9 create disadvantages for gtudente ln eome prates vis.a.vis
students in other states, there chould be a collectlon of aational fali.safe
mechanians avaliasble, esgeclally since Student ¢osts continue 1o rilee
significantly.

Let me emphasize that the Gtudent loan Prograpec we are di scusslnd today are
federal. albeit Fenerally state adoiniaterads It 1s €onsonant with this federal
aPPoach for & national organizatlon to Frovide & national base of guPPory for
those seeking lr:ans to aseigt them if flnanclng thelr legal educations. Indeed
it seecs meP®clslly aPpropriate for legal aducation, which 15 trainlng attorne¥s
to serve both the atatec, and federal laJal syetems: tc have the Lav School
Afaured Access Program sgyailable when and 88 it 18 peaded, At & time when both
the federal and #tate governoents are tr¥ing to filnd ways 1o encourage othet

erganizations in the soclety to develop wa¥s 10 reduce the burdens on these

governmentss Li aeens ln€ongrucus that serious conslderstion Be Given 1o
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restricting of preventing auch eftorts in the atudent 10&8N erea. We peliave
that we have developed a otralegy vhich renders ® federal PIOITam pops effwctive
and wiflcient for & amall segoent of the population that the Prograd ie desi9ned
10 metve., we have done a0 #t no additional cost to the federal ;overmenr. we
hepe rhat you wiSht a9ree that In our way ve ars tryind 1o of&t the challende of
Qul TiDes.

We respectfully offer that tittle benefit wili regult from acceptind the
awddeetion that one ¥pe of orSanitaticn., and only one 1¥pe, be percitted to
setve the pubiie in thie lDportant gresa. The key objactive for uwa all ia
assuring asdequsta loan eupply undar favorable terws 1o needy gtudents. That
oblective averridae any value that pight reeult frop #IICCLS 10 rastrict
avallabliity of Or access 10 financial support for lav students in any of the
Unjited States. I state guataniee sgencies ©an provide GSL and ALAS Progracs
under perms and conditione more favorabie than those of the LSAAP, they shall
have gup congratulatione: our raspect, our considerable interest, and our eincere
thanks for providing this loportant service 1o our meabel schools and the
students we meTve: when the substantial apd Qrowing need for financial
assistance f£or lav students cap be demoneirated to have been overcowme, L& asgured
that v& vi1i have no incentive 10 continue Our present wfforia 1o meet those
newds.

fn the oesnwhile, we are performing a useful public service., Fleaae let

us continve.
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TESTIMONY
BEFORL THE SENATE SUBCOMMITILE
oM

TOUCATION, ARTS AND HUMANITIES

Seploesher 20, 1943

Willis Ann Wolff

Executive Pirector

lowa College Aid Comnission
201 Jewett Building

Des Moines, 1A 50309
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Mr, Chatrawin and Menlers of tne Committee:

As Dieector of %he lowa College Axd Cammission, which is responsible
for state-funded scholarshipe and grants o8 well as lowa Guaranteed Student
amd PLUS Laaps, | oam deeply concerned alout the tread towsrd nationwide
uarantee prodeams exenplafied 1 tng octivities af the Higher Fducation
Assistance Foundat ion.

Our Commission voiced the tirst strony pratests againsi HEAF's
aggressive expansion of its “not_for_profit" hysiness in March, 1982,
when HEAF suined an wdreement to gusrantee loans made by the Hawkeye
Bancorporatian. At that time the Hawkeye Bonks were waking about 20 to
25 percent ol the loans under our agency's guaronitee through a program
which they Call the [ows Higher Dducation Loan Program.

Uyr Cammismiaon believed that the Education Amendments OF 1976 vested
gudranted responsibility in a decentralized network of state ngencies or
private nonbrofit corporations designated by appropriate authorities in
tach state.  luws and many obther states established such guarantee programs
in the late 1970's with the assurance that the designated agency wauld Sserve
a5 the sele guarantor in the State as long das that agency was able to provide
laan access to all eligible students and operated in compiiance ywith the
program paquirements established by statute or adopted by requlation.

lowa §5 in full comPliance with the law and has enltisted the
particiPation of virtually every bank, Savings and loan association, and
credit union in our state. More than €70 lenders are providing approximately
$100 mi1lion 1 1pans annually and :re assisting one out of every two lowa
collede students. Since jowa had developtd a Program that was highly

cwccessful and fully resbonsive to the pepds OFf its students and Schools.
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our Commissian belivved that HUAL Bad overstepped the beundaries of the law
or, ot least, Lhe tp;unt ot the law by eatending ity business into our
State. The Assistanl Atterney Lenera) who provided legsl counsel to our
agueacy concurred i Lhe Comhission’s viewpeint and appealed ta Secretary
Tervell Beld for o ruling and intevventron,  The Secretary did not agree
wWith our Counsel ‘s Interpretatian af the law, o4 we discovered two months
{ater when the Secretary replied that HEAF was acting entirely within the
low.  The Secretdry a’wo eapressed tze hupe that the fowa Commission would
“co-exat o wilh . . HEAL . . L inw unvirenment of healthy campetition.”

In dye courwe the Commssion docrded to o gecept this verdicl and
"Co-east” with PLAE but to tertinate the fgreerents to Guarabtes Loans
which we hold wilh the Hawkeye-affiirated banks.  The Comtiss o took this
attin only af ter Tumg and caretul consvderation gi the “onfu~ion and passable
Prabrlitiey thal would result from allowing the Hawkeye Banb~ Lo retain
elapbility for participation an (he Towa Program when the. were not, in
tact, participating Lo any apprecisble oatent.  However, o iwkeye refused

&

to accept the termination and is cuntesting this actian 0 Polk County Dislrict
Cnurt. '

In the mgantame, possibly enouuraged by che Deperunent of Education
stand on the 1ssue, HEAF has been Ldbhiny agqgressive - trops o expand sLs
toat suardntee busiress across the country, The bt publictzed and mast
strongly protested example of this eapaniton *o date has heen the Luw School
Assured Access Frogram (LSAAPR), a pramoticnal activity jmintly sponsored by
the Higher Education Assistance fFoundation, the Student Loan Marketing
Arangiatn [ “Sal e Mae*), and the Law School Admissiont Council,  The

Firsat American Bank of Washinuton alse enters into this arrangenent a5 the

ERI

Aruitoxt provided by Eic:




93

nominal Oriyinator of the LSAAP loans, using funds provided by the Student
Loan Marketing Association.

The president of HEAF has informed his colleagues ip the National
Council of Higher Fducation Loan Programs that he will be launching two
more “last resort" programs within the next two or three months. One
will be for vocationa) students and will be jointly sponsored by Citibank,
HEAF. and the Association of Independent Lolleges and Schools (AILS) and
the Natignal Associatton of Trade and Technica) Schools {NATTS). The
other is intended to serve all types of postsecondary students and is to
be jointly sPponsored by the Matiomal Association of Financial Aid
Administrators (NASFAA). The fundina will be Brovided by & major insurance
combany. Loan applications will be distributed to students and forwarded
to HEAF by the financial 2id officers at the schools. 1n none of these
“speCial avcess/last resort" Programs does the borrower pave any contact
with the lender.

These activities are being yndertaken by HEAF without regard to
the avaitability ot loans from Jocal leaders under designated state
guarantee agencies. They are clearly designed to build HEAF's nonProfit
business at the exPense Of the authorized state agencies.

The lowa Lommission is firmly committed to the principle that the needs
of students and equal opPportunity for education must suPersede any other
consideration. including state territorial prerogatives. If HEAF had
restricted its activities to the few states in which loans are not readily
available to all categories of eligidble students, | feel certain that this
} ] controversy would never have arisen. The President of HEAF explains his

broadside approach to “"Providing loan access" by saying that he couid not
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presume to eveluate whether any yiven state 15 daing an adeQuate Job of
making laans aveilable to all of jts students.

The majority of state Yuarantef oyencies are convinced that the
Guaranteed Student Loan and PLUS {or ALAS) Programs can serve students
most effectively and economically if the¥ are administered at the state
level by state-designated agencies working in partnership with the Federal
Government. Here are a few nf the reasons fOr this viewpoint:

(1) A state-based agency 15 in a better position to work

closely with the schoels, lending icstitutions and
students. This decentraiized edministration has been
largety respensible for the yrowth and success of the
Guaranteed Student Loan Program since the Educotion
pendments of 1976,

{2) Many of the siate guarantee 4genCi€s, sych a5 Our loOwa
Commission, are alsp resPonsible for state scholarships
and grants. Thic duai resPonsibility ensures a better
balance and a hijner dedree of cuprdination émong the
different types of student aid. For example. our
Conmission staff frequently sPeaks to groups of students
and perents, high scheol gquidance counselors or college
financial #id administrators. Ye make a point of
emphasizing the variety of student aid available and
that borrowing should be a last resprt source of
assistance.

{3! The concept of competition beiween a State.regulated

agency and a Private nonprofit carporation is

93
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unrealistic. Spending by state agencies is’subject

to close surveillance by the legislative and executive
branches of state government. as it should be. The
marketing and pronotional expenditures componly
incurred by private organizations, as well as the

high salaries paid to their executives, are far

beyond the appropbriate 1imits set fOr state agencies.
The fact that 3 guardntor's sdministrative COStS are
redimbursed by the Federal Government up t0 the eGuivalent
of one percent of the guarantor's 10an volume shoyid be an
incentive to ConOress to ensure that the loan guarantee
funcrion s administered as economically as possible.
Multiple guarantors in @ state oenerate confusion and
possible abuse pf the loan programs. The variations

in application procedures and regulations can lead a
student to believe that the competitor's Program is

3 new and different source of aid. It would be
Possible for a student to obtain leans upder both
guarantors for the same school period, since there

is no exchange of information between the guarantors.
This presents & very real potential risk to )enders,
since ane of those loans would be ineligible for
federal interest subsidy.

The Personal relationship between borrower and

tender. 2n important safeguard against default,

is sacrificted by the large multi.state guarantee
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operaticn. Mail ordeér [pans areé both easier to get ang
easier to forget. The lowa College Aid Conmisusion
encourages the lender t0 hold a Personal interview
with the student borrower, whenever possibie. This
community-based approach, which has enlisted the
participation uf more than 670 hometown lending
institutions, is working extremely well in lows.

About 50 percent of the lowa [pans are made by fenders
that have less than $1 million in student loars gn
their books. The defaults on these loans are
neqligible.

(6) RePayment of student loans is simplified and

defaults less Jikely if the borrower has all

the lpans from a single lender under one guarantee
agency. Multiple guarantors operating within a
state entourage bOrrowing from a variety of
lenders and Jead to a complicated repayment
schedule.

The events of the past 18 months have convinced our Commission that
Congress needs to direct its attention to the current controversy between
privately _controlled multi_state guarantors and the designated state
guarantee agencies. The members of the National (ouncil of Higher Education
Loan Programs (NCHELP) adopted 2 statement Of principles by a vote of 46 to
17 at its annual business meeting in May. 15983, This statement, which [ am
attaching to my comments. affirms the princiPle af state authority over Y

entities providing ioan guarantees for students who are residents of the

O
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state or attending cellege within the state, 1t also declares NCHELP suPPort
for any amendatory tanguage needed to clerify the current law Pertaining to
state authority and responsibility in this area.

We commend this Subcommittee for its initiative in addressing this
problem and thank you for the oPPortunity to uxpress our Commission's

viewpoints.




98

HATIONAL COUNCIL OF HIGHER EDUCATION LOAN PROGRAMS
STATEMENT QF PRINCIPLES

As Approved by a Vote of 46 to 17 at Spring Conference
May 17-19, 1983

NCHELP subscribes to the principle that the educational loan programs
administered pursuant tp Title 1V, Part B, of the Higher Education
Act of 1965, as amended, operate most cffectively and efficiently when
each state, through the political process appropriate to the state,
takes, or causes to be taken, the Tollowing actions:

1. QOne or more entities Should be established or appointed by each
State to provide guarantees for student and parent loans for
residents of that State or for residents of other Stotes who
may attend eligible schools within that State. The establishing
or appointing authority within a State will vary from State to
State but, in all cases, shall be a higher authority than a
quarantee agency, should have lawnaking powers or should be
vested with the responsibility of enforcing the laws of that
state. The operation of other providers of G5L insurance
within the borders of a State should be restricted to such
activities as may be agreed upon or approved by the establishing
er appoiating authority. To the extent that Federal law is
unclear or inCompatible with this principle, NCHELP should
actively support the adoption of necessary amendatory Yanguage.

Fach such entity or entitics should ensure that every eligible
student within its seryvice area has equal access to a lender
who will not discriminate on any prohibited basis in making
the credit decision.

Each state, by establishment or appointmeat of an entity or
entities., should provide access to loan guarantees to all
eligible lenders within its borders.

Fach such entity or entities should ensure the availability
of a lender or lenders of last resori.

Fach such entity or entities should promote the availability

of one or more secondary markets for its insured 10ans in order
to provide loan liquidity at competitive rates to participating
Yenders.

Each such entity or entities should require all holders to use
vigorous efforts to collect loans while ensuring compliance
with state and federal collection laws,

The Task Force believes NCHELP, collectively and each of its
members individually, should take all reasonablc actions to
protect and enhance the rights and responsibilities of each
state through its appointed or designated entity to admin-
ister the loan programs by reasonable interpretation of

the authorizing federal act and should encourage dereguilation
at the federal level consistent with the oversight and audit
responsibilities necessary to ensure compliance with the act.
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Senator Starrorp. Thank you, Mr. Zimmer.

In view of the hour, the Chair is going to ask this panel if you
would be willing to respond to a few questions in writing that we
propose to propound at your early convenience.

Would that be agreeable?

Mr. Zimmer. Happily.

Mr. RoseNBLATT. Yes, Senator.

Dr. BronsoN. Yes.

Senator Starronrp. Fine. Then, we will have a few questions we
would like to send to you. And for the committee and for myself
personally, | want to express my appreciation and our appreciation
to all of you for helping us this morning as we wrestle with how
{Dest to make sure our students have access to funds to go to col-
ege.

Thank you very much.

The committee stands adjourned.

[Whereupon, at 12:30 p.m., the subcommittee was adjourned.).
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